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About the Cover 

The Zale Light of Peace is the largest pear-shaped, 
modern cut diamond in the United States. It typifies 
the position of Zale Corporation as the nation’s leading 
jewelry retailer, and as a strong organization with a 
total of 1,644 specialty stores currently in operation 
throughout the country. 

Last year, the corporation proudly displayed the 
Light of Peace to hundreds of thousands of people at 
shopping centers and special exhibitions in many 
cities. In releasing the magnificent gem and its 
satellite stones from the confinement traditionally 
placed upon such rare objects, Zale Corporation’s goal 
is twofold: first, to inspire a deeper appreciation for 
the true beauty of fine gemstones. Second, and more 
significant, it is our hope that the high ideals of peace 
and tranquility among all men, so strikingly 
symbolized in the diamond’s setting, may be widely 
communicated and may endure for as long as the Light 
that is dedicated to mankind, in the spirit of Peace. 
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Financial Highlights 


Fur the Year Ended March 31 
1977 1976 


Revenues 

$683,242,000 

$600,665,000 

Net Earnings from Continuing Operations 

$ 33,193,000 

$ 32,387,000 

Discontinued Operations, Net of Income Tax Eftect 

$ (5,292,000) 

£ 397,000 

Net Earnings 

$ 27,901,000 

$ 32,784,000 

Primary Earnings per Share from Continuing Operations 

$2.48 

£2.44 

Warnings (Loss) per Share from Discontinued Operations 

$(.40) 

£.03 

Net Earnings per Share 

£2.08 

£2.47 

Dividends per Common Share 

$.86 

$.79 

shareholders’ Investment 

$324,785,000 

$307,104,000 

Shareholders' Investment per Share 

$24.16 

$22,99 

Number of Common Shareholders 

12,294 

11,619 





President’s Letter 


\V e a tv pleased to report that, from cunt inning 
operations, /ale Corporation achieved record sales 
and earnings for fiscal 1977, Sales totaled 3677.8 
million and earnings were 388,2 million, or 32.48 
per share, compared to sales of S595.8 million and 
earnings of $32.4 million, or $2.44 per share, for last 
year, as restated on a comparable basis. 

The loss recorded for discontinuance of the 
Levine division amounted to $5.3 million or $.40 per 
share. Accordingly, total earnings for fiscal 1977 and 
1976, after giving effect to discontinued operations 
were $27.9 million or $2.08 per share, and $32.8 
million, or $2.47 per share, respectively. 

Fiscal 1977 was a year of both accomplishment 
and disappointment. Accomplishment in that v\e 
achieved record sales and earnings, sueeessfulb 
disposed of the Levine division and met other 
important objectives. Disappointment, loo, because 
the company is involved with potential legal and 
regulatory matters emanating from the dismissal of the 
former treasurer on grounds of misappropriation of 
corporate funds. These matters are reported in the 
enclosed Annual Report Form 10-K, which all 
shareholders are encouraged to read. 

Although record results were achieved, ue had 
expected better performance. In retrospect fiscal 
1977 was a combination of three lackluster quarters 
and one strung quarter. The retail climate uas. 
generally soft in our first and second quarters. We 
had a robust third quarter and, finally, bad weather 
took its toll during the fourth quarter. 

Markdowns were greater than usual and we 
ascribe this in part to the sporadic nature of the retail 
climate throughout the year. In vent on shrinkage also 
exceeded normal levels. W e are present 1\ devising 
programs to attac k this problem. Ltilitv costs 
increased sharply during the year. In addition, the 
peso devaluation c aused a reduction in the business of 
our stores near the Mexican border. Notwithstanding 
these factors, the operations of our divisions once 
again produced many fine results for the war. Among 


the highlights; 

• Zales Jewelers -— Sales were increased by 11 
percent oven'fiscal 1976 and the division expanded 
to 671 stores, bom 633. As the nation's leading fine 
jewelry chain, Zales continues to emphasize its wide 
selection of fashionable merchandise for both men 
and women, introducing a wide variety of new lines 
last year. In keeping with its position as “Zales — The 
Diamond Store” the division enlarged its diamond 
inventories by a record 30 per cent over the year. 

• Fine Jewelers Guild — Business was strong in 
virtually all regions of the count 17 , and sales rose 16 
per cent. The Guild’s new computerized inventon 
svslem played a significant role in giving the division 
a faster and more precise measure of merchandise 
requirement# last \ear. As personal incomes rise and 
the Guild's “carriage trade” customer base continues 
its grout!), future prospects will remain excellent. In 
(Leal 1977. the Guild grew to 244 stores, from 222 . 

• Leased Jewelrv—Sales improved moderately 
and profits were higher, due to extraordinary efforts 
throughout the division, which closed mam’ of its 
Woolen departments. Shrinkage, which had been a 
serious problem, was cut in half and lighter cost 
controls also made a positive contribution to the 
division's future potential. Leased operated 1 1 1 
departments at year end, down from 155. 

• Gatalog — The division's 13 stores, two 

less than in fiscal 1976, reported a 3 per cent sales 
gain in a year when catalog retailing on the whole 
enjoyed good results. W ith an aggressive new 
marketing program scheduled. Gatalog is forecasting 
more growl In for fiscal 1978. 

• Footwear—Our Footwear division once again 
proved itself to be the company's finest non-jewelry 
performer, turning in record sales, 25 per cent abov 
the prior year’s. Butler’s also expanded its markets 
significantly through its purchase of 55 Holiday Shoe 


tores in seven states, as well as its opening of 24 
lew outlets, fora totaJ of 351 at \ ear’s (.‘lose. Our 
)iscount Shoe division, wliose 48 units are loealed 
irincipallv in tine Northeast, felt the effects of a harsh 
(inter more aeutely than any of our other divisions. 
Liles deelined 11 per rent with the (losing of several 
Marginal units; however, division profits advanc ed 
nore than 35 per cent. 

• Skillern— Altera comparatively slow start, 
he Drug division's sales finished the year up 12 per 
■ent. Darnings also were a record, despite the startup 
osls associated with Skil lends new ware!muse and 
“Klensive store expansion. A total of 12 new stores 
re re opened in mam new Texas markets, bringing die 
hain to 112 stores. 

• Sporting Goods — Sales of the division's 33 
lores rose 3 per cent in a year when winter sports 
msiiiess was a major casualty of the 1 snowfall 
hortages at ski resorts. Bui the management 
irganization and hav ing staff were materially 
Irengthened. and some new directions jn retail 
>perations showed good potential. Fiscal 1978 s 
uisiness should benefit accordingly. 

• Horne f urnishings — Sales were 11 per cent 
ligher and, like profits, were a new record for the 11 
Txas stores. Another strong year is ui prospect, as 
he slate' s residential construction business moves 

owards a forecast record vear, 

• Sugerman — Volume at oui’ wholesale 
livision was flat largely because of the peso 
(evaluation. All the'same, several key new accounts 
vere gained as Sugerman's began to broaden its 

ms mess horizons through merchandise additions, 
neater sales efforts and plans for a Dallas showroom. 

Finally, the Devine Store division was 
liscontinued bv lire company after experiencing 
mother vear in which operating results were 
msalisfactorv. With the final knowledge that 
.evine’s would complete fiscal 19 m at a loss and the 
relief that management had devoted sulfjcienl 
iltention to making Levine's a more viable part of our 


total business, we resolved to turn our emphasis to 
those divisions winch show greater potential. 

Levine's assets were subsequently sold to La in son 
Brothers, file. 

We enter liseal 1978 confident that it will prove 
a tar belter vear than 1977. Certainlv our retail 
divisions are off to a good start, and the early signs 
indi('ate that the retail environment will remain 
healtliv through the year. H so, our si longest 
div isions should grow stronger, while those with 
problems last year should be able to overcome them 
more readily this y ear - . 

New store openings planned lor the vear will 
require a capital spending budget of approximately 
$17 million. Inventories, on average, are forecast to 
increase by 6 per cent from their fiscal 1977 high of 
S282.6 million. 

Throughout this year's Report we have sought to 
depict a simple point, and one that is as true today as 
it was more than half a century ago when /ale began. 
It is people — not only those w ho share their talents 
and build their careers with this corporation, but also 
those with w'hom we have established strong, lasling 
interdepemlent relationships, d hes<* are our 
customers, who seek quality merchandise, service 
and dependability at our stores. They are the people 
who supply our merchandise and who find, at Zaie. a 
solid business partner capable of creating sound 
markets for their products. They are the professional 
financial specialists, the builders who make our 
stores possible, the civic leaders whose dedication 
gives vi tali tv to our cities and towns, and so many 
olhc rs. 

In short, oiii’S is a company of people. The 
relationships we enjoy with each of them are vital, 
and are cherished. With lheir support and continuing 
partic ipation in die progress of Zale Corporation, we 
look to fiscal 1978 and the years beyond with pride in 
what has been done, and confidence ni what we will 
vet achieve toget he?. 

Respectfully, 

Donald Zale 


President 



Zale is People 


• • • 


and a Commitment 
to Outstanding Merchandise. 


Quality, style, and price . . . these are the key 
elements we find Zale customers repeatedly seeking. 
The fact that our merchandise selections reflect these 
elements is the result not only of our own skills, but 
also of strong, enduring relationships with equally 
professional suppliers, Zale has carefully built its 
vast supply and distribution network throughout the 
world. It continues to function no matter what 
economic and political conditions may exist at any 
point on the globe. Its evidence is on Zale's counters 
and in display cases around the nation, and, 
ultimately, in the possession of more fine jewelry 
customers than are served by any other single 
company. 

Fiscal 1977 was no exception. An outstanding 
Christmas enabled our Zales Jewelers division to 
overcome the effects of the soft retail climate of the 
first and second qua iters. A strong fashion trend 
toward basic designs spurred the sale of diamond 
solitaires for men's and women's rings and other 
jewelry. Sales of sterling and 14-karat gold were also 
up substantially. The addition of a high quality LCD 
timepiece to the Baylor line brought another increase 
in watch sales. Further growth in watch business is 
foreseen when our new Baylor quartz watch is 
introduced this vear. 

The Fine Jewelers Guild capitalized on growing 
consumer desires to accumulate fine, precious items 
of value. Sales were spurred by an increase in the 
average dollar amount per individual sale, as 
consumer demand rose for larger diamonds, 14-karal 
gold jewelry', and fine gifts such as imported crystal 
and porcelain sculptures. 

LFD and LCD digital watches, though selling at 
lower price points than a year ago, continued to set 
the pace in the Leased Jewelry division's sales. Its 
diamonds were promoted on a ^total weight 1 ' basis, 
with good results. The division also succeeded in its 
effort to improve margins through skilled buying and 


establishment of new supply sources. 

Meanwhile, the Catalog division's entire 
merchandising emphasis was directed at improving 
penetration of the jewelry' market. Jewelry accounted 
for 59 per cent of total sales last vear, with diamonds 
leading the way ami gold rings showing a good gain. 

In our Footwear division, a variety of styles 
shared the merchandise limelight for Butler's. Boots 
moved especially well at Christmas, and the division 
sees a trend hack to this category of footwear. 
Inventories closed the year at projected levels, and a 
balanced selection of fashion-right merchandise is 
now heitig developed for the Fall and Christmas 
seasons. Sales in the Discount Shoe division were 
strong for women's footwear featuring heavy soles. 

For men, the casual look was predominant, with 
much emphasis on sporting shoes. 

Our Sporting Goods division expanded its soft 
goods departments, emphasizing brands readily 
recognizable by spottspersons. Department locations 
were shifted, and certain accessory merchandise, 
such as shoes, was placed closer to the front of the 
stores, surrounded by active sports departments. A 
mass-merchandising concept, introduced on a test 
basis in one Dallas store, was highly successful both 
in activating sales of that unit and reducing the 
excess inventories of other stores. Additionally, the . 
division participated iti special promotions with 
accomplished athletes, notably in the tennis world. 

Quality merchandise is a vital ingredient in the 
success of our Skillern's Drug division, which last 
year broadened its own line of products. All product 
labeling on these now provides both metric and 
standard weights. The division again expanded direct 
importing of small appliances, softgoods, giftware 
and other sundry items. One of the most active sales 
categories during the year, especially at Christmas, 
w r as the individual serving appliance. 

Finally, from our Home Furnishings division, 
medium and higher priced furniture sold well 
throughout the year. The nostalgia trend brought with 
it a strong demand for heavy oak tables, chairs, 
dressers and other pieces. At the same time, sales of 
furnishings with a relaxed contemporary look were 
stronger than they’ve been in several years. 


“It is now over three decades since Rolex first offered a selection of its 
products to the Zale store in San Antonio. Our mutual success , and the 
steady and substantial growth in our volume of business, is due to many 
factors —from Rolex's commitment to quality timepieces to Zale's 
commitment to working closely with us at all levels. The unique Rolex 
corporate identity and Zale’s highly organized , nationwide chain of 
stores have combined to produce a truly potent marketing force in which 
we at Rolex take the greatest pride f 
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S Rene Dentan 

President 

Rolex Watch LIS.A., Inc . 


Zale is People 


and Marketing Strengths. 


Zale Corporation’s retail divisions conduct 
bu siness from shopping centers and city streets all 
across the nation. Over the last six years, the com¬ 
pany has added approximately 1,000 new stores. 

The greater portion of these have of course been in 
new centers and, today, there is hardly a major mall 
in which at least one Zale store is not present. 

To accomplish this, Zale must work closely with 
developers and construction companies in many 
locations at the same time. While relying on their 
expertise, we also maintain our own staff of 
designers, real estate and leasing specialists. These 
professionals are at work every day not only on new 
stores, but also in making certain that existing stores 
continue to meet the needs of various markets. 

Leases are renewed, stores are remodeled, new 
stores are opened and others are closed. Last year, 
the corporation added 221 stores, and closed a total of 
143 stores. 

Of these, the Zales Jewelers division added 
74 new stores and closed 36. During the year, the 
division tested a stronger market segment approach 
in merchandising its stores, emphasizing varying 
types of merchandise in individual markets to satisfy 
regional and local preferences. This approach proved 
successful and will be used increasingly. 

With few major shopping centers planned by 
developers for calendar 1977, Zales will expand at a 
slower rate than usual, concentrating on opening 
stores in existing centers in smaller cities where 
strong potential has been identified. In calendar 
1978, growth of major centers is expected to 
accelerate, and the division plans to increase its rate 
of expansion at that time. 

Last year was one of expansion and record 
performance for the Fine Jewelers Guild, which grew 
bv 22 stores to a total of 244. Acquisition of five 
Wright-Kav stores also gave the Guild entry into 
some of Detroit’s best suburban markets. These 
established units have provided a base for future 
growth in an important area where the division was 
not previously represented. Also positioning llie 
Guild for increased profitability, eight older stores in 


declining downtown markets w r ere closed during the 
year. Expansion plans this year, though less 
ambitious than last, will concentrate on shopping 
centers located in growing middle to high 
income areas. 

Fiscal 1977 presented a challenge and 
opportunity for reshaping the Leased division’s 
future. Leases in most of the Woolco stores were 
terminated. Plans are being made to go into new 
higher volume stores that are more conducive to 
jewelry business, in order to take greater advantage 
of the corporation’s basic merchandising strengths. 

As a step in this direction, jewelry departments 
were opened in Kennedy’s in downtown Boston, three 
Richway stores in Columbia, South Carolina, seven 
Turn-Style stores, and four Globe stores in San 
Antonio and Tucson. The company operated a total ol 
111 leased jewelry departments at year’s end. 

Two of the Catalog division’s downtown markets 
declined steadily last year, requiring corrective 
action. The original store in Louisville is moving to a 
suburban location and will test a new concept for the 
chain: specifically, it will feature a 60,000 sq. ft. 
showToom, compared to a 20,000 sq. ft. average for 
current stores, and will carry a much broader base of 
merchandise. Additionally, the store in downtown 
Lexington, Kentucky, will he relocated. 

Highlighting the year for Butler’s was its 
acquisition of 55 stores in the Holiday Footwear 
division of Genesco, Inc., giving it penetration into 
several of the nation’s key metropolitan areas for the 
first time. These include New York, Washington, 
Baltimore, Cleveland, Seattle and the San Francisco 
Bay area. Markets such as Philadelphia and Los 
Angeles were significantly strengthened. 

Butler’s comprised 351 outlets at year’s end, 
compared to 293 at the start. Among new units added 
was a pilot store in Berkeley, California —- a 
boutique featuring only branded merchandise. Early 
indications are that the concept is a success, and a 
second of these units is planned for the Fall. 

Altogether about 25 new Butler’s stores will 
open in the next 12 months. Once again, some 
downtown stores in declining areas will be closed. At 
the Discount Shoe division, three units were opened 


“NorthPark was developed as a symbol of modern 
retailing . It strives for excellence in all phases of service 
to today's shoppers. The same is true of Zale's business. 
Just as its four stores are a vibrant part of the daily life 
of NorthPark , the company lends excellence to retailing 
all over the nation f 


and five closed during the year, for a total of 48 on 
March 31, 1977. 

Having operated 33 stores for several \ears. 
Sporting Goods, too, is planning expansion in fiscal 
1978. From six to eight new stores are forecast, though 
the division is concentrating on improvements in both 
volume and profit levels. 

At Ski Hern’s, a new automated warehouse in 
Dallas was opened, providing a 65 per cent increase 
in space to meet future growth ul the chain. 
Additionally, 12 new Skillern's stores were opened, 
bringing the total to 112 at the close of the year. The 
number of Aeroplex units operated by the division at 
Dallas/Fort Worth Airport remains at 13. 

Expansion continued to be south and west in the 
state of Texas. New markets include Eagle Pass, Ml. 
Pleasant, San Angelo, San Marcos, Waco and 
Hillsboro. Skillern's plans for the new fiscal vear call 
(nr furl her penetr ation in the same directions, with 
stores slated for Midland, Kerrville, DeJ Rio, 
Commerce and possible other cities. 

The Home Furnishings division’s past 
investment in several large showrooms and increased 
warehousing paid off well in fiscal 1977, These 
facilities, providing a wide selection of merchandise 
and services, were able to meet growing demand for 
furniture. After a period devoted to maximizing 
jperating efficiencies of its existing stores, the 
division is considering further expansion. 


Ray N as her 
President 

The Nasher 
Companies 







Zale is People 


and Customer Service, 
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Zale Corporation’s retail stores served an 
estimated 7 million people last year. They are our 
customers, and every one of them is a highly valued 
asset. Every' effort the company makes — from 
manufacturing to marketing — is directed towards 
the customer. For it is from our service to the people 
who enter our stores that we succeed or fail. 

Zale’s stores last year accumulated merchandise 
from no fewer than 14 countries. As offices in Rio de 
Janeiro were buying colored stones, our Tokyo staff 
was handling electronics and contractors in Bombay 
were cutting diamonds. Precious gems were 
purchased in London, polished in Antwerp, 
fashioned into fine jewelry in New York and, finally, 
purchased by customers in over 750 of the nation’s 
cities and towns. The company’s merchandise 
inventories were elevated 17 per cent in fiscal 1977 
to over $282 million, a figure that includes 
approximately $80 million in precious gems alone. 

At the same time, Zale extended $250 million in 
credit to its customers. We produced and distributed 
half a million catalogues, and our combined 
advertising budget was $22 million. In an industry as 
fragmented as ours, and at a time when the customer 
so often seems forgotten, Zale Corporation is dedi¬ 
cated to the proposition that the customer comes first. 

But service is more than simply making the 
sale. Zale also offers vital functions afterwards. For 
example, intricate jewelry repairs are performed by 
100 specialists. Whether in our sporting goods 
stores, in pharmaceuticals or in footwear, similar 
emphasis is placed on meeting our customers’ needs. 

This philosophy has many rewards, only the 
most obvious of which show up on the company’s 
financial statements. Behind the numbers are 
people, the Zale employee and his or her customer. 
They function well together, for we can proudly say 
that in the corporation as a whole, we estimate that 
more than two thirds of our customers are customers 
we have served before. 



'7 have been a retail customer of Bailey, Banks & Biddle 
for 40 years . The spirit of courtesy and cooperation with 
ivhich I have been served has brought me back time and 
again . Obviously the merchandise Tve purchased has 
changed a great deal over the years , and so has the 
company. But the professionalism of the people and the 
quality of their products continue on the same high levelF 




Harry K. Cohen 

Customer , Bailey , Banks & Biddle — 
Fine Jewelers Guild 
Philadelphia , Pennsylvania 



Zale is People ... 


and Involvement in Our Communities. 


Zale is serious about its community 
responsibility. We have always been. Today we're 
growing with not a handful, but hundreds of 
communities. The ways we serve them reflect their 
needs and the actions of more than 16,800 people at 
Zale Corporation. 

Any number of our people are actively involved 
with churches, charitable groups, little league 
baseball teams, girl scouts and aid to the elderly. 
Many of our stores participate in Junior Achieve¬ 
ment programs. In Dallas, the company's Teenage 
Citizenship Tribute has just entered its second 
decade of honoring and awarding scholarships to 
outstanding high school students. Jerry Thomas, the 
Guild’s executive vice president, has earned 
celebrity status with law enforcement agencies by 
developing a unique program to educate police 
officers in the basics of gem identification. Thomas* 
and other gemologists in the company, are actively 
engaged in special workshops around the nation 
designed to help policing agencies increase 
recoveries of stolen jewelry and more successfully 
prosecute criminals. The list goes on. 

The company’s program for giving to worthy 
causes lias been reorganized on a systematic basis 
that now permits better coordination, control and 
geographic balance. In past years, many major gifts 
were made through the Zale Foundation. Frequently, 
th ese did not coincide with the Foundation’s 
objective of providing seed money for efforts to meet 
health, education and equal opportunity needs of 
minority communities. Under the new system, the 
corporation’s gifts to the Foundation will apply 
strictly towards Foundation goals. Other 
philanthropy, related to our stores working it! 
partnership with the communities in which they 
operate, now comes under the auspices of a newly 
established Corporate Contributions Committee. 

For the Zale Foundation, last year was one of 
the most productive and meaningful in its history. 
More than 70 projects were pursued, all concerned 
with assistance to less privileged groups. Asa private 
body with limited financial resources, the 


Foundation has turned to the development of human 
resources. Often, the Foundation will serve as the 
catalyst, bringing together worthwhile causes and the 
greater financial resources of, for example, a 
pertinent governmental agency, Representative of 
the Foundation's pursuits are the following activities 
lrom last year: 

Baker University, Kansas— A three-year 
challenge grant to establish a scholarship fund for 
Native American students. 

Child Care Staff Development, Atlanta — Grant 
to provide professional staff, classes and curriculum 
materials through the city’s Public Library System, 
intended to establish branch libraries as resource 
centers for enrichment of the day care experience. 

Senior Citizens Hotline — In conjunction with 
the Texas Department of Public Welfare, this grant 
furnishes matching funds to maintain a free statewide 
access for citizens to obtain information and make 
complaints regarding the rights of elderly Texans. 

Sickle Cell Clinic, Dallas — A plan to develop 
a community clinic utilizing the medical expertise of 
the University of Texas Health Science Center to 
provide sorely needed assistance to Dallas’ black 
community. 

Finally, the corporation distributed nearly 
2,000 Braille watches last year, under its continuing 
program to help relieve the burden of sightless 
persons throughout the world. Started in 1940, this 
program is administered by a special department of 
the company which provides Braille timepieces both 
to individuals and to orphanages and schools for the 
blind, in this country' and largely in developing 
nations around the world. Instruction in use of the 
watches, and repair services, are also provided by the 
company. Currently, the program is being planned for 
introduction in South Africa by Sterns Diamond 
Organisation, a retail jewelry chain affiliated with 
Zale. 


“Businesses today increasingly must form a partnership 
with their communities; only by doing so can both 
orosper . Zale does so in Atlanta and elsewhere , and we 
are grateful for Zale's contributions . This is the mark of a 
good business and a good citizen , as together we become 
urban partners for progress ” 







Zale is People... 


Dedicated Professionals. 


We strive to provide a working environment that 
is both challenging and rewarding to all of our 
employees. While this is evident at every level of the 
organization* it is especially so with our store 
managers, who possess a great deal of autonomy. In a 
very real sense every Zale store is a small company, 
yet all our people form a elosely knit and highly 
motivated professional team. 

In senior management, steps were taken during 
the year to strengthen our organization. This 
included internal promotion of managers with records 
of exceptional achievement and recruiting highly 
qualified executives from outside the company. 

Bruce A. Lipshy, formerly Senior Vice 
President, was promoted to Executive Vice 
President. M. Wayne Majors was promoted to Senior 
Vice President. In addition, Marvin Zale, Group Vice 
President, was elected to the company’s Executive 
Committee. 

In September oflast year, Richard F. Mitchell 
joined the company a* Senior Vice President and 
Chief Financial Officer, Mitchell came to Zale from 
Rich's, Inc., the Atlanta department store chain, 
where he served in a similar capacity and as a 
member of the Executive Committee and Board of 
Directors. His prior business experience includes 
serving as executive vice president of a large 
financial services complex and as treasurer of a 
“Fortune 500” company. 

In December of last year, David Musslewhite 
joined the company as Senior Vice President and 
General Counsel. Musslewhite brings impressive 
credentials to Zale. An Oxford graduate, he began 
his legal career with the firm of Fid bright and 
Jaworski in Houston. Prior to joining Zale, he was a 
partner in the firm of Moore, Peterson, Bauer, 
Williams and Musslewhite. 

In January of this year, Robert L. Hechler 
joined the company as Vice President and 
Controller. His previous business affiliations include 
chief financial officer for a large financial services 
firm and as manager of planning for a major 
i n d u s tri a l comp a n y. 

Today, Zale’s professional staff includes manv 
certified gemologists, and over 300 jewelrv craftsmen 


who give life to an art that can never be duplicated by 
machines. For every Skillern’s store, there is at least 
one pharmacist. There are teams of people who 
concentrate solely on product development, testing, 
and maintenance, more than two dozen non-jewelry 
buvers, and more than 400 distribution experts. 

In fiscal 1977, the company conducted 14 
managers’ training courses, covering 55 flays of 
exhaustive instruction. Zale’s training department 
produced 20 different films on subjects ranging from 
an Introduction to Selling, to Knowing Tennis 
Equipment, for use by store personnel utilizing video 
equipment furnished to all stores. 

Each of Zale’s employees is a vital part of the 
company, each contributes to our performance and 
all are recognized for the role they play in Zale's 
success. The company’s founder, M, B. Zale, said it 
best , . . Our people are our greatest asset. At Zale 
Corporation, this will never be forgotten. 









U I joined Zale in 1955 and my son has worked here since 1971. 
This company means different things to each of us 7 but 
several common points stand out for us both . Pride . . . 
accomplishment . . . a strong sense of making 
contributions and of realizing good individual 
opportunities . We are all a close knit team a but we are 
also individuals — and Zale brings that out in us /’ 


Frances McKee, Corporate Coop Advertising Coordinator 
Larry McKee , Assistant Buyer Sporting Goods Division 


Financial Review 


Over the last decade, Zale Corporation’s size 
lias more than doubled. We have become one of the 
nation’s largest specialty retailers, and our growth 
rate is continuing. 

Our basic operating approach remains one of 
controlled growth backed by conservative financial 
management. This time-lested strategy has produced 
an Earnings Statement with a return on sales tin at 
ranks with the best in retailing and a Balance Sheet 
that is among the strongest in the retail industn. 

Earlier, in the President’s letter, comments 
were made on fiscal 1977 operating results and on 
discontinuance of the Levine division. 

Cash dividends to shareholders totaled 
$9,630,000, an increase of $773,000 over J976. Net 
capital expenditures totaled $19,638,000, essentially 
all of which was invested in new sture openings. 

In January uf 1977 tine company negotiated a 
$40 million, six-year' loan with four - of its principal 
line hanks. Proceeds were used to reduce short-term 
debt previously incurred to finance a higher- level of 
jewel it inventories and new store openings. The 
loan, which may be prepaid at any lime without 
penally, has a fixed interest rateofBVi percent tire 
first three years, with a floating rate thereafter. 

An accrued liability of $10 million was 
established, which represents an estimate of the 
minimum additional tax liability in connection with 
the currently existing IRS examination. A more 
detailed description of this matter’ is contained in 
Note 8 to the company’s audited financial statements. 


The Board of Director's recently appointed 
Arthur Andersen & Co. to serve as the company’s 
independent public accountants effective for the 1977 
fiscal year. Management is pleased with this selection 
and is optimistic that a fresh approach will generate 
ideas for improvement in operating controls. 

During I he year, action was taken to establish 
the independence and improve the effectiveness ui 
the Internal Audit department. Internal Audit is 
completely independent of the Finance Division with 
reporting responsibilities to the Senior Vice 
President — Administration and to the Audit 
Committee of the Board of Directors. Steps were also 
taken to upgrade the quality of the staff and to 
expand the scope of their activities. 

fhe Audit Committee of the Board of Directors 
was reconstituted and now consists of three 
outside directors and one employee-director who 
serves in an “ex officio’' capacity. 

Changes are continuing to occur in the internal 
financial management area, Ke\ personnel additions 
have hex'u made to upgrade the professional level of 
the staff. In so doing, expertise has been added in 
areas such as business planning, taxation, financial 
analysis and management reporting. These moves 
significantly improve our capability and provide the 
managerial capacity to service the finance and 
control needs of a growing concern. 

As indicated in the President’s letter., we expect 
a better retail climate in fiscal 1978 and look for 
improved operating results. 


Sales and Profit Contribution by Merchandise 
Groups and Product Lines 


MERCHANDISE GROUPS (1) 

/ale’s major lines of business and their approximate percentage of sales and operating profits from 
continuing operations are detailed below for the five fiscal years ended March 31. 


_Je welry _ General Mdse. Footwear _ Drug _ Wholesale 

% of 97 of 97 of 97 of 9c of 

% of Operating 9c of Operating 9c nf Operating 9c of Operating §§ of Operating 

_ Sales Profit Sales Profit Sales Profit Sales Profit Sales Profit 

1977 59 9c 119c 99 39 149 11% 14% 59c 49 49 

1976 59% 809c 99 39 140 


1975 

599 

8277 

1077 

19 

149 

1974 

5977 

79% 

1077 

377 

13% 

197.3 

60% 

7777 

977 

59c 

14% 


The above groups are composed of the 
following divisions: 

Jewelrv—-/ale Jeweler's. Fine Jewelers Guild, 
Leased Jewelry- Catalog and Zale 
Jewellers Ltd. (United Kingdom) Divisions 
General Merchandise—Home Furnishings, 
Spoiling Goods, and Newsstand Divisions 
Footwear-—Butler and Discount Shoe 
Divisions 

Drug—Ski Hern Division 
Wholesale—International Diamond, Ross 
Wateh Case and Superman Divisions 


1077 

1 177 

577 

49 

297 

99 

1 39c 

577 

49 

397 

89 

1277 

577 

677 

597 

99c 

12 % 

59c 

577 

4% 


Operating profits are lhost 1 contributed by the 
various merchandise groups without allocation of 
interest income, interest expense, profit sharing 
contribution, corporate genera) and administrative 
expense and income taxes, since in die opinion of 
management am allocation would be mbit ran and 
would serve no meaningful purpose. All significant 
intercompany sales and profits have been eliminated 
from the a lane calculations. The only classes of 
similar product* sold In the rompam which 
contribute in excess of 1077 of total sales and 
revenues are footwear and jewelry items, as shown 
in tlie foregoing table. (W hile drug stores account 
for approximately 14% of total sales and revenues, 
no class of similar drug products account* for more 
than 1077 of sales,) 


(1) All data restated from amounts previously 
re polled to reflect the discontinued operations of ihe 
Levine division. 










Zale Corporation and Subsidiaries Consolidated Statement of Earnings 


Year Ended Mare In 31 (Note B) 

1977 

1976 

1975 

1974 

1973 

REVENUES: 






Net sales 

$677,827,000 

1595,802,000 

$553,613,000 

$513,535,000 

8439,505,000 

Other revenues 

5,415,000 

4,863,000 

6 ,111,000 

5,695,000 

4,467,000 


683,242,000 

600,665,000 

559,724,000 

519,230,000 

443,972,000 

COSTS AND EXPENSES: 






Cost of goods sold (including 

buying and occupancy expenses) 
Administrative, publicity atid 

434,712,000 

383,368,000 

351,016,000 

328,61 1,000 

282,577,000 

selli tig expenses 

175,784,000 

147,624,000 

139,105,000 

123,915,000 

109,127,000 

Interest 

Contribution to employees' 

5,747,000 

4,997,000 

9,140,000 

5,022,000 

2,353,000 

profit sharing plan 

4,288,000 

4,350,000 

4,166,000 

4,421,000 

3.505,000 


620,531,000 

540,339,000 

503,427,000 

461,969,000 

397,562,000 

EARNINGS, from continuing 






operations before income taxes 

62,711,000 

60,326,000 

56,297,000 

57,261,000 

46,410,000 

INCOME TAXES (Note A) 

NET EARNINGS, from continuing 

29,518,000 

27,939,000 

28,583,000 

27,660,000 

22,625,000 

operations (Note A) 

33,193,000 

32,387,000 

27,714,000 

29,601,000 

23,785,000 


DISCONTINUED OPERATIONS, net 


of income tax effect (Note B): 

Earnings (loss) from 

discontinued operations (961,000) 

Net loss on disposal (4,331,000 ) 

(5,292,000 ) 

NET EARNINGS (Note A) $ 27,901,000 

PRIMARY EARNINGS (LOSS) PER SHARE: 

Continuing operations (Note A) $2.48 

Discontinued operations (.40) 

NET EARNINGS PER SHARE (Note A) $2.08 


Cash dividends per share (Note C): 

Common $.86 

Class B common .41 

Average shares outstanding 13,357,819 


NOTES: 

A. Income taxes, net earnings from continuing 
operations, net earnings, and earnings per share lor 
fiscal years 1973 through 1975 have been Test at eel 
from amounts previously reported to reflect the 
adjustment for the $10,000,000 income tax reserve 
as discussed in Note 8 lu Consolidated Financial 

St at ements. 

B, 1973-1976 amounts have been restated to 
reflect the discontinued operation* of the Levine 
division. See Note 2 to Consolidated Financial 
Statements. 


397,000 

(1,574,000) 

(791,000) 

(488,000) 

397,000 

(1,574,000) 

(791,000) 

(488,000) 

$ 32,784,000 8 

26,140,000 t 

i 28,810,000 S 

i 23,297,000 

$2.44 

12.11 

$2.27 

$1.82 

.03 

(.12) 

(.06) 

(.04) 

$2.47 

$1.99 

$2.21 

$1.78 

$.79 

$.76 

$.71 

$.66 

.38 

.37 

— 

— 

13,295,334 

13,127,513 

13,054,364 

13,095,196 


C. In lieu of cash dividends, the holders of Class 
B common stock received stock dividends during 
each of the two fiscal years 1973 and 1974 as 
follows: 1973—1.6% and 1974—3.2%. The 
dividend on Class B common stock comprised a 
cash dividend of 37 cents per share in 1975, 38 
cents per share in 1976 and 41 cents per share in 
1977 plus l/56th share of Class B common stock in 
1975, 1 /37th share in 1976 and l/36lh share in 
1977. 








































































Management Discussion and Analysis of Consolidated Earnings 


NET SALES 

Net sales from continuing operations for the two 
most recent years increased 13.8% and 7.6%, 
respectively. These increases reflect the addition of 
new stores, sales growth of existing stores, intensi¬ 
fication of merchandising and higher retail prices. 

Idle 13,8% sales increase for thie year ended 
March. 1977, was comprised of increases in all 
merchandising groups as follows: 14.3% in the 
Jewelry Group, 21.8% in the Footwear Group 
(including sales of 55 shoe stores purchased from 
Genesco Inc. during tlie second quarter), 12.1% in 
the Drug Group. 4.7% in the General Merchandise 
Group and 7,1% in the Wholesale Group. 

For the year ended March. 1976, sales rose 
7.6% overall. This increase consisted of sales 
increases in the Jewelry-' Group of 8.3%. in the 
Footwear Group of 4.7% and in the Drug Croup of 
14.1%, offset by a slight decrease in the General 
Merchandise Group of .1% and a decrease in tine 
Wholesale Group ol 6.4%. 

OTHER REVENUES 

Other' revenues increased in fiscal 1977 primarily 
as a result of higher- earnings of unconsolidated 
insurance and foreign subsidiaries. 

The (.leelease in other revenues for fiscal 
1976 was due primarily to lower earnings of 
unconsolidated foreign subsidiaries, including a 
devaluation of tine British pound. 

COST OF GOODS SOLD 

The cost of goods sold for the year ended March, 
1977, was 64.1% of net sales compared to 64.3% 
of net sales for the prior year. This slight improvement 
in gross profit resulted primarily from higher markups 
and shifts in the sales mix. offset by increased 
in\ calory shrinkage. 

hi fiscal 1976. cost of goods sold as a percent 
of net sales increased .9% to 64.3% of net sales, d his 
increase was substantially due to the strong sales of 
tire Wholesale Group, which operates on a lower 
margin than other merchandising groups. 

ADMINISTRATIVE, PUBLICITY, AND SELLING 
EXPENSE 

This expense classification includes salaries, 
advertising, credit, administrative and general 
expenses, net of service charge income on customers' 
accounts. These expenses for the current year rose 
to 25.9% of net sales compared to 24.8%? of net sales 
in the prior year . The primary factors contributing to 
this increase were higher salaries and related payroll 
taxes, higher depreciation and repairs and 
maintenance of expanded facilities, increased 


advertising costs (primarily media rate increases), 
higher personal property and real estate taxes, and 
higher cost of credit operations, including lower' 
service charge income and an increase in the 
provision for doubtful accounts. 

For the \ear ended March, 1976, Adminis¬ 
trative, Publicity, and Selling Expense as a percent 
of net sales decreased slightly (.3%) over the prior 
year as a result of a vigorous expense control 
program instituted by the company during the latter 
part of 1975. 

INTEREST EXPENSE 

The rise in interest expense during the current 
fiscal \ ear was due to the issuance of an additional S40 
million of long-term debt, as well as an increase in the 
average short-term borrowings. 

The decrease of 34.1 million in interest 
expense for the \ear ended March, 1976, was due to 
reduced borrowings and lower short-term interest 
rates. Average s boil-term borrowings decreased 313 
million. The average rate for the year decreased 
approximately 4%-. 

CONTRIBUTION TO EMPLOYEES' PROFIT 
SHARING PLAN 

The com parry makes a contribution to the Plan 
based on earnings. For- the fiscal year just ended, 
this expense totalled 6.4% nf earnings from 
continuing operations before income taxes and profit 
sharing expense, compared to 6,7%' for the year- 
ended March, 1976. 

INCOME TAXES 

The companyY effective income tax rate for the 
last three fiscal years is as follows: 

1977 47.1% 

1976 46.3% 

1975 50.8% 

The increase in the oiledive income tax rate in 
1977 is primar ily due to an increase in the amount 
ol slate income taxes payable, as a result of a greater- 
percentage of earnings in states with a higher- 
income tax rate. The 1975 effective rate of 50.8%, 
as restated for the income tax adjustment as described 
in Note 8 to the Consolidated Statement of Earnings, 
is primarily due to the effects of filing separate 
corporate income tax returns in the years prior to 1976. 

DISCONTINUED OPERATIONS 

During the fourth quarter of fiscal 1977, the 
company discontinued the operations of die Levine 
division, which was engaged in budget fashion mer¬ 
chandising tlirough 103 retail stores. See Note 2 to 
Consolidated Financial Statements for further detail. 



Quarterly Results (Note A) 

(Unaudited) 


FIRST QUARTER SECOND QUARTER THIRD QUARTER FOURTH QUARTER 


($ in thousands) 


1977 

1976 

1977 

1976 

1977 

1976 

1977 

1976 

Net Sales (Note C) 

1147,638 

133,387 

139,587 

125,967 

255,018 

224,544 

135,584 

111,904 

Net Sales as a % of Total Year 


21 .8% 

22.4% 

20 .6% 

21 .1% 

37.6% 

37.7% 

20 .0% 

18.8% 

Net Earnings (Loss) from 

Continuing Operations (Note B) 

* 

6,567 

6,083 

3,755 

5,249 

22,924 

18,556 

(53) 

2.499 

Net Earnings (Loss) from 

Continuing Operations as 

a % of Total Year 


19.8% 

18.8% 

11.3% 

16.2% 

69.1% 

57.3% 

(.2%) 

7.7% 

Discontinued Operations, 
net of income tax effect 

S 

(312) 

110 

(165) 

172 

(248) 

499 

(4,567) 

(384) 

Net Earnings (Loss) 

1 

6,255 

6,193 

3,590 

5,421 

22,676 

19,055 

(4,620) 

2,115 


Primary Earnings (Loss) 
per Share (Note B): 


Continuing Operations 
Discontinued Operations 

$ 

s 

.49 

(.02) 

.46 

,01 

.28 

(.01) 

.40 

.01 

1.72 

(.02) 

1.40 

.04 

(.01) 

(.35) 

.18 

(.03) 

Net Earnings (Loss) per Share 

s 

.47 

.47 

.27 

.41 

1.70 

1.44 

(.36) 

.15 

Dividends per Common Share (Note 

: D) $ 

.20 

.19 

.22 

.20 

.22 

.20 

.22 

.20 

Dividends per Share of 

Series A Preferred 

S 

.20 

.20 

.20 

.20 

.20 

.20 

.20 

.20 

Market Price of Common 

Shares 

High 

$ 

20 % 

18% 

17% 

20 % 

16% 

24% 

16% 

25 

Low 

$ 

15% 

13% 

15 

17% 

11 % 

18% 

14% 

21 % 

Market Price of Series A 

Preferred Shares 

High 

$ 

17% 

15 

15% 

15% 

13% 

19% 

14% 

20 % 

Low 

$ 

13% 

11 % 

13% 

13% 

10 % 

15% 

13 

18 


Note A. The results of operations for each qua Her 

of fiscal 1976 and the first three quarters of 
fiscal 1977 have been restated from 
amounts previously reported to reflect the 
discontinued operations of the Levine 
division. See Note 2 to Consolidated 
Financial Statements. 

Note B. In the third quarter of 1977, the company 
refined its method of calculating certain 
accounting estimates with respect to 
inventories and other accruals in order to 
inure accurately reflect its quarterly 
earnings. Had those refinements been 
made in 1976, the net earnings per share 


from continuing operations would have 
increased from $1.40 per share to $1.47 
per share in the third quarter and 
decreased from $.18 per share to $.11 per 
share in the fourth quarter. 

Note C. In the fourth quarter of 1977, the company 
consolidated its subsidiary located in the 
United Kingdom. This had the effect of 
increasing net sales by approximately 
$9,500,000. 

Note D. Class B Common Shareholders were paid a 
cash dividend of 41 cents per share plus a 
stock dividend of one new Class B share 
for every 36 shares owned. 











































Statement of Consolidated Earnings 


REVENUKS: 

Net sales 
Ollier (Note 1) 


Year ended March 3 1 


1977 


$677,827,000 

5,415,000 

683,242,000 


1976 
(Note 2) 

>5595,802,000 

_4,86 3,000 

600,665,000 


COSTS AND EXPENSES: 

Cost ol goods sold 

(including buying and occupane\ expenses) 
Administrative, publicitx and selling (Note 1) 

Interest (Notes 3 and 7) 

Contribution to employees’ profit sharing plan (Note 1) 

EARNINGS FROM CONTINUING OPERATIONS 
BEFORE INCOME TAXES 
INCOME TAXES (Notes 1 and 8) 

NET EARNINGS PROM CONTINUING OPERATIONS 


434,712,000 
175,784,000 
5,747,000 
1,288,000 

620,531,000 

62,7! 1,000 
29.5 183)00 
33,1933)00 


383,368.000 

147,6243)00 

4,997,000 

4,3:50.000 

540,339,000 

60,3263)00 

27,9393)00 

32,387,000 


DISCONTINUED OPERATIONS, net of income tax effect (Note 2): 
Earnings (loss) from discontinued operations 
Net loss from disposal of discontinued operations 


NET EARNINGS 


(9613)00) 
(4.3313)00) 
(5,292.000) 
$ 27,901.000 


3973)00 


397,000 

832,784,000 


PRIMARY EARNINGS (LOSS) PER SHARE (Note 1): 

Goutinuing operations 
Discontinued operations 

NET EARNINGS PER SHARE 


82.48 

(.40) 

823)8 


82.14 

.03 

82,47 


The accompanying notes are an integral part of this statement. 



Consolidated Balance Sheet 
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Assets March 31 



1977 

1976 



(Note 2) 

CURRENT ASSETS: 



Cash 

S 13,547,000 

S 13,616,000 

Trade receivables 

99,202,000 

99,311,000 

Less allowance for losses on collection 

2,800,000 

1,881,000 


96,402,000 

97,430,000 

Other receivables 

4,802,000 

3,226,000 

Merchandise inventories (Note 1) 

282.602,000 

241,507,000 

Prepaid expenses 

659.000 

643,000 

TOTAL CURRENT ASSETS 

398,012,000 

356,422,000 

ASSETS OF DISCONTINUED OPERATIONS (Note 2) 

1,300,000 

19,720,000 

OTHER ASSETS (Note I) 

18,828,000 

17.577,000 

PROPERTY AND EQUIPMENT, at cost (Notes 1 and 3): 



Land 

4 k 712,000 

4,929,000 

Buildings and leasehold improvements 

77,078,000 

63,916,000 

Fixtures and equipment 

49,567,000 

44,499,000 

Construction in progress 

2,065,000 

3,794,000 


133,422,000 

117,138,000 

Less accumulated amortization and depreciation 

45,210,000 

39,602,000 


88,212,000 

77,536,000 


8506,352,000 

8471,255,000 


The accompanying notes are an integral part of this statement. 





















Liabilities and Shareholders’ Investment 


March 31 
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1977 

1976 

CURRENT LIABILITIES: 


(.Note 2) 

Notes pavable (Note 7): 



Commercial paper 

S 

$ 37.250,000 

Other short-term debt 

21,599,000 

20.397,000 


2 E 599,000 

37,647,000 

Accounts payable 

10,685,000 

42,819,000 

Accrued payroll 

3,290,000 

4,174,000 

Other accrued expenses 

IE 052,000 

8,158.000 

Baxes, other than income taxes 

8,135,000 

6.389,000 

Dividends payable 

2,017,000 

1 ,888,000 

Income taxes (Note 8): 



Currently payable 

11,550,000 

18,145.000 

Deferred (Note 1) 

22.283,000 

21,051.000 

Current portion of long-term debt 

3,144,000 

2.983.000 

TOTAL CURRENT LIABILITIES 

123,755,000 

143.254,000 

LONG-TERM DEBT (Note 3) 

57.812.000 

20,897.000 

COMMITMENTS AND CONTINGENCIES 



(Notes 6, 8 and 9) 



S H A R E H 0 LD E R SM N V EST M E NT: 



Capital stock (Notes 4 and 5]: 



Series A cumulative preferred, par value 



SI a share (preference on liquidation 



$25,186,000 ami 1325,203,000, respectively) 

840.000 

840.000 

Common, par value SI a share 

8.667.000 

8,602,000 

Class B common, pat' value SI a share 

4. .163.000 

4,309,000 

Additional paid-in capital 

105.116,000 

103.470.000 

Retained earnings (Notes 3 and 8) 

212.218.000 

195,712,000 


331,204,000 

312,933,000 

Less common slock in treasury, at cost 

6,419,000 

5,829,000 


324.785,000 

307,104,000 


8506,352,000 

8471,255,000 




















Statement of Consolidated Shareholders’ Investment 



Capital Stock (Notes 4 & 5) 

Additional 

Retained 



Series A 


Class B 

paid-in 

earnings 

Treasury 


preferred 

Common 

common 

capital 

(Note 3) 

stock 

BALANCE, March 3], 1975, as 







previously reported 

1905,000 

$8,494,000 $4,290,000 

$103,574,000 

$183,456,000 

$8,363,000 

Prior period adjustment for income 







taxes (Note 8) 





(10,000,000) 


BALANCE, March 31, 1975, as 
restated 

905,000 

8,494,000 

4,290,000 

103,574,000 

173,456,000 

8,363,000 

Net earnings 

Conversions of preferred and 

Class B common into common 

Cash dividends: 

( 65,000) 

108,000 

( 56,000) 

13,000 

32,784,000 


Series A preferred 





( 688,000) 


Common—$.79 a share 





( 6,541,000) 


Class B common—$.38 a share 





( 1,628,000) 


Stock dividend—Class B common 
Treasury stock purchases 
(21,532 shares) 

Treasury stock sold to employees 



75,000 

1,593,000 

( 1,671,000) 

479,000 

(115,640 shares) 




( 1,710,000) 


(3.013.000) 

BALANCE, March 31, 1976, as restated 

840,000 

8,602,000 

4,309,000 

103,470.000 

195,712,000 

5,829,000 

Net earnings 

Conversions of preferred and 





27,901,000 


Class B common 







into common 


65,000 

( 65,000) 




Cash dividends: 







Series A preferred 





( 672,000) 


Common—$.86 a share 





( 7,194,000) 


Class B common—$.41 a share 





( 1,764,000) 


Stock dividend—Class B common 
Treasury stock purchases 



119,000 

1,646,000 

( 1,765,000) 


(32,900 shares) 






590,000 

BALANCE, March 31, 1977 

$840,000 

18,667,000 

$4,363,000 

$105,116,000 

$212,218,000 

$6,419,000 

Shares authorized: 

March 31, 1977 and 1976 

Shares outstanding: 

3.000.000 

30,000,000 

12 ,000,000 




March 31, 1976 

840,109 

8,602,005 

4,308,791 



226,949 

March 31, 1977 

839,522 

8,667,294 

4,363,249 



259,829 


The accompanying notes are an integral part of this statement. 







































Statement of Changes in Consolidated Financial Position 


Year Ended March 3.1 


FINANCIAL RESOURCES WERE PROVIDED BY: 

Continuing operations: 

1977 

1976 

(Note 2) 

Net earnings from continuing operations 

$ 33,193,000 

$32,387,000 

Amortization and depreciation 

11,727,000 

9.850,000 

Deferred income taxes (Notes 1 and 8) 

(1,258,000) 

(4,622,000) 


43,662,000 

37,615,000 

Discontinued operations (Note 2): 

Net earnings (loss) from discontinued operations 

(5,292,000) 

397,000 

Decrease in assets of discontinued operations 

18,420,000 

1,881,000 

Increase in: 

Accounts payable, accrued liabilities 

13,128,000 

2,278,000 

and taxes other than income taxes 

1,622,000 

11,526.000 

Income taxes currently payable 

Decrease in: 

— 

1,703,000 

Trade receivables, net 

1,028,000 

10,733,000 

Cash 

69,000 

_ 

Additional long-term debt (Note 3) 

40,000,000 

_ 

Class B common stock issued 

1,765,000 

1 ,668,000 

Treasury stock sold to employees 

_ 

1,303,000 

Other 

— 

1,929,000 

FINANCIAL RESOURCES WERE USED FOR: 

$101,274,000 

$68,755,000 

Increase in: 

Cash 

$ 

$ 4,535,000 

M e r c h a n d i s e inventories 

Decrease in: 

41,095,000 

24,232,000 

Notes payable 

16,048,000 

10,027,000 

Income taxes currently payable 

6,595,000 

— 

Additions to property and equipment, net of retirements 

19.638,000 

16,452.000 

Reduction of long-term debt 

2,924,000 

2,984,000 

Cash dividends 

9.630,000 

8,857,000 

Class B common stock dividends 

1,765,000 

1 .668,000 

Other 

3,579,000 

- 


$101,274,000 

$68,755,000 


The accompanying notes are an integral pail of this statement. 








Notes to Consolidated 
Financial Statements 

March 31 , 1977 and 1976 
(1) ACCOUNTING POLICIES: 

Principles of Consolidation— 

The consolidated financial statements include 
the accounts of the Corporation and its w'holly 
ownerl subsidiaries, except for its two insurance 
subsidiaries which are reflected on the equity basis. 
The investment in unconsolidated subsidiaries and 
joint ventures in which the Corporation lias a 
20-50% interest are classified as other assets in the 
consolidated balance sheet and the Corporation’s 
share of net earnings therein are included in other 
revenues in the consolidated statement of earnings. 
All significant intercompany transactions between 
consolidated companies have been eliminated. 

Excess of Cost Over Equity of Acquired Companies— 

The unamortized excess of cost over equity in 
net assets of acquired companies is included in 
“Other Assets 7 ' ($2,595,000 and $3,137,000 at 
March 31, 1977 and 1976, respectively). These 
amounts are being amortized over periods ranging 
from five to forty years. 

M e re ha nd i s e I n v e nt or i es— 

Inventories are stated at the lower of cost 
(first-in, first-out) or market, which, as to 
merchandise in stores, is determined in accordance 
with the retail inventory method. 

Property and Equipment— 

Buildings, fixtures and equipment are 
depreciated over their estimated useful lives, which 
range from three to forty years using the sum of the 
years digit and straight-line methods. Amortization 
of leasehold improvements is based on the shorter of 
the lives of the respective leases or the estimated 
useful lives of the improvements. 

The original cost and related accumulated 
depreciation of fully depreciated property and 
equipment is removed from the accounts in the year 
such assets become fully depreciated. Gains or 
losses on dispositions of property and equipment are 
reflected in earnings in the year of disposal. 

Maintenance and repairs are charged to 
earnings and expenditures lor betterments gen era 11 \ 
are capitalized. 

Earnings per Share— 

Primary earnings per share are based on the 
average number of common and common equivalent 
shares outstanding during each year. For this 
purpose all classes of stock outstanding are 
considered to he common or common equivalents, 
and stock options arc also included as common 


stock equivalents, if the effect on earnings per share 
is dilutive. The average number of common and 
common equivalent shares used in computing 
primary earnings per share was 13,357,819 shares 
in 1977 and 13,295,334 shares in 1976. Fully 
diluted earnings per share are not shown since the 
dilutive effect is not material. 

Deferred Income Taxes and Investment 
Tax Credits— 

Deferred income taxes are provided on timing 
differences between income and expenses reported 
for iinancial statement purposes and tax purposes. 
The primary timing difference relates to gross profit 
from installment sales, which is included in income 
at the lime of sale for financial reporting purposes 
but is deferred for Federal income tax purposes 
until the receivables arising from such sales are 
collected. 

Investment tax credits are re lie (-ted as a 
reduction of the provision for income taxes in the 
vear such credits arise. 

Customer Service Charges— 

Service charges on customer accounts of 
$13,518,000 and $14,541,000 in 1977 and 1976, 
respectively, have been reflected as a reduction of 
administrative, publicity and selling expense in the 
Statement of Consolidated Earnings. 

Profit Sharing Plan — 

The Corporation maintains a non contributory 
profit sharing plan under which corporate con¬ 
tributions are made on a discretional*) basis as 
authorized by the Board of Dire dors. Substantially 
all employees are eligible participants of the plan 
upon completion of one year of continuous service. 

(2) DISCONTINUED OPERATIONS: 

In February, 1977, the Corporation decided to 
discontinue the operations of the Levine Store 
Division, which was engaged in budget fashion 
merchandising through 103 retail outlets. A 
summary of the results of operations of the Levine 
Store Division for 1977 and 1976, including the net 
estimated loss on the disposition of this division, is 


shown below: 

1977 

J 976 

iNrl salt s 

Ci.isU and expenses 

$29,556,000 

31,404,000 

$39,092,000 

38,353.000 

harnings (loss) h<‘fort 1 income laxes 
fnaime tax ( benefil) 

(1,848,000) 
(887,000) 

739,000 

342,000 

\t’l gainings (loss) from nperations 
.Not oUimalotl lo>^ on disposal of the 

(961,000) 

397,000 

l.e\ine Slure Hi vision, including 
opt‘rating losses til $380,000 during 
ilk' ptiaM-oui period. less ineom# 
lax bone 111 of $3,296,000 

(4.331.000) 


Ni l earnings (tov-4 liom 
dist ontiiuiecl operaiions 

$ (5.292.000) 

$ 397.000 












Th e consolidated financial statements for the 
year ended March 31, 1976, have been reclassified 
to reflect the discontinued operations on a con¬ 
sistent basis with the 1977 financial statements. 


f,3 ) LONG-TERM DEBT: 

1977 

1976 

8 V 2 % Bunk Promissory Notes 

$40,000,000 

$ — 

8^4% Promissory Notes 

16,800.000 

18.200,000 

5Vi% Pro mis son Notes 

1.500,000 

2 : 850,000 

5%-8'/2% Real Estate Note* 

2,656,000 

2,830,000 


60.956.000 

23,880,000 

Less—Current portion 

(3,144.000) 

(2.983,000) 


$57.812,000 

$20,897,000 


During the year, the Corporation issued 
promissory notes aggregating $40 million to four 
banks at an annual interest rate of 8 V 2 % through 
January' 31, J980, and at 122% of the banks' prime 
rate for the period February 1 , 1980 to January 31, 
1983. Interest is payable quarterly beginning 
April 30, 1977. Principal payments are payable in 
eight equal quarterly installments of $5,000,000 
beginning April 30, 1981, and ending January 31, 
1983. 

The 8 l A% promissory notes are payable in 
annual installments of $1,400,000, plus interest 
semiannually, through January 31, 1989. The 514% 
promissory notes are payable in semiannual 
installments of $675,000, plus interest, through 
January 31, 1978. 

Among the requirements of the loan agree¬ 
ments are restrictions relative to limitations on debt, 
minimum working capital levels, guarantees on 
loans, and payment of dividends. At March 31, 
1977, $62,000,000 of consolidated retained 
earnings were available for payment of dividends. 

The 5 %- 8 V 2 % real estate notes are payable 
in monthly installments and have maturity dates 
ranging from 1979 to 1989. Land and buildings wilh 
a net book value of approximately $3,800,000 serve 
as collateral for this debt. 

The aggregate amounts of long-term debt 
maturities for the first five years following March 
31, 1977, are: 1978—$3,144,000; 1979— 
$3,083,000; 1980—81,563,000; 1981— 
$1,537,000 and 1982—$21,523,000. 

[4) CAPITAL STOCK: 

Holders of Series A cumulative preferred stock 
are entitled to annual dividends of $.80 per share 
and in liquidation to receive $30 per share (plus 
unpaid dividends). The shares are convertible at 
any time into .8 shares (subject to adjustment under 
certain conditions) of common stock and may be 
called for redemption by the Corporation at $40 per 
share plus unpaid dividends. 


Class B common stock is convertible into 
common stock on a share-for-share basis. All such 
shares may be called for conversion at any time by 
action of the Board of Directors. 

Dividends may be declared on the common 
stock without dividends having been declared in 
that calendar year on the Class B common, but not 
conversely. The per share amount of any dividends 
declared in any calendar year on Class B common 
(whether in cash or shares of Class B common, or 
both) shall not exceed the amount of the dividends 
declared on each share of common in that same 
calendar year. The amount of any stock dividend 
shall be determined by the Board of Directors; and 
for the purpose of such determination, the value of 
Class B common shall be deemed equal to the 
market value of the common shares. 

At March 31, 1977, the Corporation has 
reserved 5,676,140 common shares for the following 
purposes: 


Conversion of: 

Series A preferred 
Class B common 
Stock option plan 
Employee slock purchase plan 


671,018 
4,368,249 
369,937 
271,336 

5,676,140 


(5) STOCK OPTION AND PURCHASE 
PLANS: 

The Corporation has a stock option plan which 
provides for the granting of options to officers and 
key employees to purchase common shares at 100 % 
of the market price of such shares at tine date of 
grant. Options are exercisable after three years from 
the date of grant but not more than five years after 
such date. 

Data with respect to this plan is as follows: 



Shart-s 

Options Outstanding 


A\ ailable 

For Grant 

Shares 

Price Per Share 

Balance, March 31. 1975 

Granted 

Lapsed or cancelled 
Exercised 

160.682 

(119,6001 

21,830 

209,405 

1 19,600 
(21,830) 
(150) 

$18.00 to $37.25 

$18.00 to S22.25 

$18.00 to $37.25 

$18.00 

Balance. March 31, 1976 

Granted 

Lapsed or cancelled 

62,912 

(14.300) 

36.455 

307.025 $18.00 to $37.25 

14,300 $J4,38 to $17.25 
(36,455) $18.00 to $37,25 

Balance, March 31, 1977 

85,067 

284,870 

$14.38 to $22.25 

Options exercisable at 

March 31, 1977 


162,570 

$18.00 in $20.50 


The Corporation has a General Employees’ 
Stock Purchase Plan whereby employees may elect 
to subscribe to purchase from 5 to 100 common 
shares at 85% of market value at the subscription 
date. The Corporation records the remaining 15% of 
the market value of such shares as compensation 
expense, which was not significant in 1977 or 1976. 




At March 31, 1976, 102,385 shares were 
subscribed at SI7.85 per share. During 1977, as 
aJlowed by the Plan, all participants elected to 
withdraw front the Plan and have their deposits 
refunded. The Corporation did not offer 
subscriptions for the present plan year; accordingly, 
there were no purchase subscriptions outstanding at 
March 31, 1977. 

(6) LEASE COMMITMENTS: 

The Corporation leases most of its retail space 
under leases which range generally from five to 
1 if teen years and which may contain renewal options 
for consecutive one- to five-year periods. The 
Corporation has few leases with noncancellable 
periods in excess of fifteen years, which, based on a 
recent review, is substantially less than the 
economic life of the leased properties. Based on this 
review, the Corporation has determined that the 
amount of financing leases is not significant. 

Rental expense relating to continuing 
operations included in the statement of consolidated 
earnings is as follows: 

1977 1976 


Keiail space: 

Base minimum rents: 


Commitnicnl bcvoiid mn 
(.ommilnitnts gtf out* \ear 

322,859,000 SI 9,4 10.000 

ur less 

4,359,000 1,632.000 

Kt rilaLs based on sales 

6,102,000 5.912.000 


33,320.000 29.954.000 

Fquipineni rentals 

734,000 928,000 


33 l .054,000 $30,882,000 


Future minimum rental commitments 
(exclusive ol taxes, insurance and common area 
maintenance) as oi March 31, 1977, for all 
non can cellable leases are as follows: 


A i no uni 


1978 

325.711,000 

1979 

23,652,000 

1980 

21.405,000 

1981 

19,232,000 

1982 

17.458,000 

1983-1987 

65,091.000 

1988-1992 

27,525,000 

1993-1997 

4.503.000 

ITierealler 

813,000 


(7) SHORT-TERM FINANCING AND 
COMPENSATING BALANCES: 

At March 31, 1977, the Corporation had $60 
million of short-term lines of credit (of which $14 
million was used) that was available for general 
corporate purposes or to support commercial paper. 
The lines generally require maintenance of 
compensating balances equal to 10% of the lines 
plus 10% of any portions that are used. The 


compensating balances are subject to withdrawal by 
the Corporation at its option. 

During fiscal 1977 and 1976, average short¬ 
term borrowings and interest rates were as follows: 



1977 

1976 

Average borrowings during ihe st ar 
Weighted average inleresl rale 

352.126,000 

$40,000,000 

during the year 

6.6% 

6.7% 

Highest level of borrowings at 
any monlh-end (.luring the year 
Weighted average inleresl rate 

$97,215,000 

$56,000,000 

al March 31 

6.3% 

5.9% 

(8) INCOME TAXES: 



Fiscal 1977 and 1976 Provi 

sion 


The provision for taxes 

on income includes the 

following: 

1977 

1976 

federal: 



CurrentK payable 

326,684,000 

329.587,000 

Deferred 

(1,891.000) 

(4,622,000) 

State 

3,830.000 

2,818.000 

Non L.S., including £633.000 



deferred in 1977 

895,000 

156.000 


329,518.000 327,939,000 


A reconciliation between the provision for 
income taxes on continuing operations and the tax 
computed at 48% of earnings from continuing 
operations before income taxes follows (dollar 
amounts are shown in thousands): 


1977 1976 



Amount 

% 

Amount 

% 

Income laxes on earnings Irum 
continuing operations at 48% 
Slate income taxes, nel of 

330,101 

48.0 

328.956 

48.0 

Federal income lax benefit 

1,992 

3.2 

1,465 

2.4 

Tax-exempt income of Puerlo 





Rican subsidiaries 

(1,6151 

(2.6) 

(1,155) 

(1.9) 

Other items 

I960) 

( 1 ■ 3) 

(1,327) 

(2.2) 

Provision fur income laxes 

$29,518 

47. 1 

$27,939 

46.3 

The Corporation operates two 

subs 

idiaries 



located in Puerto Rico with tax exemption grants 
expiring in 1986. 

Prior Years Under Examination 

In February, 1976, the Company learned that 
the manner in which allocations of income and 
expenses were made among various corporate 
income tax returns filed in prior years was not in 
at: cord an ce with the Company’s established 
allocation methods. On February 16, 1976, the 
Company voluntarily disclosed this to the Internal 
Revenue Service (IRS), and the IRS Audit Division 
promptly commenced an examination of the 
Company’s Federal income tax returns for the years 
1973 through 1975. Subsequently, the IRS 
Intelligence Division entered the examination, and 
the years 1970-1972 were included in the 





























examination. Those years had previously been 
examined bv the IKS, and because of applicable 
statutes of limitation, additional taxes cannot be 
assessed against the Company for those years unless 
the IRS establishes fraud in the filing of the returns 
for those years. 

Although the Company has not yet received an 
agent's report or proposer! deficiency notice of 
issues that may be asserted, the Company now 
recognizes that its minimum additional tax liability 
for 1973 through 1975 is unlikely to be 
substantially less than $10 million, excluding 
penalties. Accordingly, an additional 810 milliun 
income tax reserve has been retroactively reflected 
in '‘income taxes currently payable’' and in 
beginning '‘retained earnings” in llie 1976 financial 
statements. The 810 million provision effects 
amounts previously reported as follows: 

1975 1971 1973 


(In L[i<)u>aiifK except 
per-:diare amounts) 

Infome Taxes 


Previously reported* 

S24.583 

S23.160 

$19,123 

As reslated 

28.383 

27,660 

22.625 

Nel Earnings 

Previously reported 

$30.110 

S31.3 to 

526.797 

As instated 

26,140 

28.810 

23.297 

Earnings Per Share 

Previously re polled 

$2.30 

32.40 

$2.05 

As reslated 

1.90 

2.21 

1.78 


*As reolassifed <o reflect ilie discontinued operations of die Lr\ine Dividon, 

The ultimate probable liability relating to all 
potential issues that the IRS may raise is not 
presently determinable. Furthermore, the ultimate 
outcome of the pending IRS examination will 
depend upon resolution of many complex legal and 
fact questions relating to the Federal tax returns of 
more than 800 subsidiary corporations (since fiscal 
1976 the Company has filed a consolidated Federal 
income tax return, whereas in 1975 and prior \ cars 
separate income tax returns were filed for the parent 
and each subsidiary). Based upon a preliminary 
analysis of issues which the Company anticipates 
could be asserted by the IRS, t lie Com pan)’ now 
estimates the maximum additional tax liability for 
1970 through 1975 will not exceed amounts 
presently recorded (Federal deferred income taxes 
of approximately $20 million plus the additional 
current liability of $10 million referred to in the 
preceding paragraph) by more than $40 million. 

This estimate assumes unfavorable resolution of all 
presently anticipated issues and the imposition of 
maximum penalties and interest; however, the 
Company intends to defend vigorously all issues and 
is hopeful of sustaining its position on major issues. 

Management believes that, under current 
accounting rules, any tax assessments in excess of 


amounts presently provided applicable to years 
1970 through 1975 would he properly reflected as 
adjustments to previously reported earnings of such 
years. Management understands, however, that the 1 
applicable accounting rules and interpretations 
thereof mav change, which could result in such 
excess amounts being charged to earnings of a 
future period. 

(9) LITIGATION AND REGULATORY 
AGENCY REVIEWS: 

Shareholder Litigation 

During 1976 the Company's former treasurer 
made various allegations against the Company and 
some of its senior officers of improper - conduct 
arising out of business activities of the Compam , 
including filing ol Federal, stale and local tax 
returns, foreign operations, loans to officers and 
employees, gifts to military exchange personnel, 
political contribution reimbursements, and other 
matters. (The Corporation has Included a report of 
these matters in its 1977 Form 10-K.) These 
allegations are gene rail) the basis of claims in three 
shareholder - suits in which the Company and certain 
present and former officers and directors have been 
named as defendants. 

One of the shareholder suits is a derivative 
action and seeks various forms of relief, including 
damages on behalf of the Company. Since recovers', 
ii any, will he for the benefit of the Company, 
management does not believe this action will have a 
material adverse effect on the financial position of 
the Company. Another of the suits is a class action 
which seeks actual damages totaling in excess of 
$10 million and unspecified treble aftti/or 
exemplan da nr ages agaiirst the Company and other 
named defendants. This suit is in the early stages of 
discovery and the Com pain is presently unable to 
assess its probable outc ome or its effect, if anv, on 
the financial position of the Company. In the final 
shareholder suit, which includes both a derivative 
and a class action claiming actual and punative 
damages of $40 million, the Court recently 
sustained motions of the defendants to dismiss, and 
an order dismissing the ease as to all defendants 
should be entered by the Court in the near future. 
The Company does not know whether the plaintiff 
will appeal this dismissal. 

Antitrust Litigation 

The Company is a defendant with various third 
parties in three separate antitr ust suits. Two of these 
suits allege that the defendants violated certain 
provisions of the antitrust laws by denying the 
plaintiffs the right to do business in certain 
shopping centers. The other suit alleges antitrust 





and Texas liquor law violations in connection with 
retail liquor operations in the Company’s retail drug 
stores. The plaintiffs in these suits are seeking 
actual damages totaling approximately $40 million, 
plus treble damages, from all defendants. Based on 
opinions from outside legal counsel, it is 
management’s opinion that the ultimate liability, if 
any, resulting from such antitrust suits will not 
materially affect the financial statements of the 
Company. 

Regulatory Agency Reviews 

As a result of the above noted allegations by 
the Company’s former treasurer, the Securities and 
Exchange Commission (SEC) is conducting an 
investigation to determine whether the Company, its 
management and others had violated the Federal 
Securities Laws. Although the SEC has not formally 
advised the Company or any of its management of 
its conclusions or recommendations, the Company 
anticipates that in the near future the SEC will bring 
an enforcement proceeding against the Company 
and certain of its senior management seeking, 
among other things, to enjoin future violations of the 
Federal Securities Laws. The Company believes that 
any enforcement action which the SEC may bring 
will not have a material adverse effect upon the 
Company’s business or financial position. 

The IRS examination of the Company’s tax 
returns is discussed in Note 8 above. The Company 
is also involved in other regulatory agency matters 
which management believes will not result in 
material adverse effects on the financial statements 
of the Company. 


(10) QUARTERLY FINANCIAL 

INFORMATION (UNAUDITED): 

Summarized quarterly financial data for the 
year ended March 31, 1977, is as follows: 



First 

Second 

Third 

Fourt h 



Quarter 

Quarter 

Quarter 

Quarter 

Total 


(Unaudited) (Unaudited) (Unaudited) (Unaudited) 

Fur Year 



(In thousands, except per share data) 


Revenues 

$148,924 

$140,862 

$256,934 

$136,522 

$683,242 

Cost of goods sold 

Net earnings (loss) from continuing 

97.374 

93,942 

157,176 

86,220 

434.712 

operations 

6,567 

3,755 

22,924 

(53) 

33.193 

Loss from discontinued operations 

(312) 

(165) 

(248) 

(4,567) 

(5.292) 

Mel earnings 

$ 6,255 

$ 3,590 

$ 22,676 

$ (4,620) 

3 27,901 

Earnings (loss) per common share: 






Continuing operations 

$.49 

$.28 

$1.72 

$(.01) 

$2.48 

Discontinued operations 

(.02) 

(.01) 

(.02) 

(.38) 

(.40) 

Net earnings 

$.47 

$.27 

$1.70 

$(.36) 

$2.08 


(11) REPLACEMENT COST DATA 
(UNAUDITED): 

Pursuant to requirements of the Securities 
and Exchange Commission, the Corporation has 
prepared estimates of replacement cost data for 
merchandise inventory and for productive capacity. 
Such data, which is deemed experimental in nature 
at this point, is set forth in the Form 10-K Annual 
Report to the Securities and Exchange Commis¬ 
sion.The estimates are intended to give recognition 
to the factors of inflation as they apply to the 
replacement of assets as well as to the related cost 
of sales and depreciation. 

Inflation has been and will continue to be a 
factor affecting management’s decisions. Although 
inflation has caused upward pressures on cost of 
sales, management has generally been able to offset 
such increases through operating efficiencies and 
higher selling prices. 

While the cumulative impact of inflation over a 
number of years has resulted in higher estimated 
costs for the replacement of existing property and 
equipment, these increases have been partially 
offset by changes in design and construction of 
stores, improvements in fixturing, and technological 
advances in equipment which often increase 
productivity. Although management believes the 
replacement of existing assets with newer, more 
efficient assets would reduce operating expenses, 
the savings cannot be reasonably quantified. Since 
the methods of estimating replacement cost are 
experimental, it is important that the data be viewed 
with caution and without attempting to ascribe to it 
a degree of significance which may not be 
warranted. 


(12) SUPPLEMENTARY PROFIT AND 
LOSS INFORMATION: 


The following amounts were charged to 
earnings in 1977 and 1976: 


Maintenance anrl repairs 
Amortization and depreciation: 
Property and equipment 
Goodwill 


1977 

S 5,010,000 


1976 

$ 4,270,000 


SI 1,186,000 $ 9,613,000 
_ 541,000 237,000 

$11,727,000 $ 9,850,000 


Taxes, other than income: 
Payrol I 
Other 

Advertising 


$ 9,136,000 
$ 5.106,000 
$21,764,000 


$ 7,725,000 
$ 4,855,000 
$18,573,000 


The above amounts relating to the first, 
second, and third quarters have been restated from 
amounts previously reported to reflect the 
discontinued operations of the Levine division. 








































REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS — 1977 


lb the Board of Directors and Shareholders 
Zale Corporation: 

We have examined the consolidated balance sheet of 
Zale Corporation (a Texas corporation) and subsidiaries 
is of March 31, 1977, and the related consolidated 
statements of earnings, shareholders’ investment, and 
Tanges in financial position for the year then ended. Our 
examination was made in accordance with generally 
incepted auditing standards, and accordingly included 
iuch tests of the accounting records and such other 
auditing procedures as we considered necessary in the 
a rru instances. 

As described in Note 8, the Internal Revenue Service 
s presently examining the Com pan Os income tax returns 
or the years 1970 through 1975. The ultimate liability 
hat mav result from this examination is not presently 
leterminable. Further, as described in Note 9, the 
Company E a defendant in shareholder class action suits, 
fhe ultimate liability of the Company relating to this 
itigalion is not presently determinable. 


In our opinion, subject to the effects of the resolution 
of the matters referred to in the preceding paragraph, the 
financial statements referred to above present fairly the 
financial position oi Zale Corporation and subsidiaries as 
of March 31, 1977, and the results of their operations and 
the changes in their financial position for the year then 
ended, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 

The consolidated financial statements for the year 
ended March 31, 1976, have been examined by other 
independent public accountants. However, as described in 
Notes 2 and 8, such financial statements as previously 
reported have been restated for reclassifications relating to 
discontinued operations and to reflect a S10 million income 
tax adjustment to retained earnings. In our opinion, such 
reclassifications and adjustment have been properly 
applied to the 1976 iinancial statements. 

ARTHUR ANDERSEN & CO. 

Dallas, Texas, 

Mav 27, 1977. 


REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS — 1976 


Board of Directors and Shareholders 
Zale Corporation 
)allas, Texas 

We have examined the consolidated balance sheet of 
Zale Corporation and subsidiaries as of March 31, 1976. 
and llie related consolidated statements of earnings, 
shareholders' investment and changes in financial 
position for the year then ended. Our examination was 
made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as 
we considered necessary in the circumstances. 

As discussed in Note 8 to the consolidated financial 
statements for the year ended March 31, 1977, the Company 
lias made a provision of $10 million for sett lenient of certain 
income tax obligations, and has charged this amount to 
fiscal years 1973 through 1975. In addition, as explained in 
Note 8. although the ultimate liability arising from the tax 
disputes is not presently determinable, the Com pa in 
estimates a maxi muni possible additional provision of $40 
million could be required in the future. Furthermore, as 
described in Note 9, the Company is a defendant in 
shareholder class actions which involve substantial claims 
as a result of events that allegedly occurred in 1976 and 
prim years. These actions all arose subsequent to the date 
of our report on the 1976 financial statements. As explained 
in Note 9, the outcome of this litigation is also not presently 
determinable. 

We have not examined the financial statements of 
Zale Corporation and subsidiaries for any periods after 
March 31, 1976, and accordingly we are unable to 
express an opinion with respect to the determination of 
the $10 million minimum provision, the maximum 
possible additional provision, and the treatment of these 
amounts in the Company's financial statements. Further, 
we are unable to express an opinion 


with respect to the amounts reclassified as discontinued 
operations in the accompanying financial statements fur the 
year ended March 31, 1976, 

In our report dated May 14, 1976. our opinion on the 
March 31, 1976 financial statements contained a 
qualification as to the possible effect of the income tax 
disputes referred to in Note 8 relating to the income 
statements of the years ended March 31, 1975. and 
earlier. However, in view of our having been informed of 
the Company's estimate of the upper limit ol the possible 
settlement amount, such effect could be material with 
respect to the Company’s financial position. Accordingly, 
for this reason and also because of die litigation 
described in the second paragraph above, our present 
opinion on the March 31, 1976 financial statements, as 
presented herein, is different from that expressed in our 
previous report. 

In our opinion, subject to the effects of the ultimate 
resolution of the mailers described in the second 
paragraph, the aforementioned financial statements 
(before adjustment (or the $10 million provision for 
income tax settlement and the reclassification of 
discontinued operations described above) present fairly 
the consolidated financial position of Zale Corporation 
and subsidiaries at March 31, 1976, and the results of 
their operations and changes in their financial position 
for the vear then ended, in conformity with generally 
accepted accounting principles applied on a basis 
consistent with that of the preceding vear. 

TOUCHE ROSS & CO. 

Dallas, Texas 
May 14. 1976 

June 17, 1977 as to the subsequent events described in 
the second paragraph above. 



10-Year Summary of Progress, 1968-1977 


FOR YEARS ENDED MARCH 31 (1) (2) 

REVENUES AND EARNINGS 

1977 

1976 

1975 

1974 

Net revenires 

Earnings from continuing operations before 

$683,242,000 

$600,665,000 

$559,724,000 

$519,230,000 

income lax and extraordinary items 

$ 62,711,000 

60,326,000 

56,297,000 

57,261,000 

Income taxes (3) (4) 

Net earnings from continuing operations 

$ 29,518,000 

27,939,000 

28,583,000 

27,660,000 

before extraordinary' items (3) 

Discontinued operations, net of income 

$ 33,193,000 

32,387,000 

27,714,000 

29,601,000 

tax effect (2) 

Extraordinary items, net of related income taxes 

$ (5,292,000) 

$ 

397,000 

(1,574,000) 

(791,000) 

Net earnings (3) 

Primary earnings (loss) per share: 

$ 27,901,000 

32,784,000 

26,140,000 

28,810,000 

Continuing operations (3) 

$ 2.48 

2.44 

2.11 

2.27 

Discontinued operations 

Extraordinary items 

$ (.40) 

$ 

.03 

(-12) 

(.06) 

Net earnings (3) 

$ 2.08 

2.47 

1.99 

2.21 

Net earnings as a percent of net revenues (3) 

% -4.1 

5.5 

4.7 

5.5 

DIVIDENDS 

Dividends per share of common stock 

$ .86 

.79 

.76 

.71 

Dividends per share of Series A preferred stock 

S .80 

.80 

.80 

.80 

Dividends per share of Class B common stock (5) 

CO 

to 

.77 

.74 

.69 

Total cash dividends 

Common and common equivalent shares outstanding: 

$ 9.630,000 

8,857,000 

8,467.000 

6,472,000 

Average balance 

13,357,819 

13,295,334 

13.127,513 

13,054,364 

At year-end 

13,442,332 

13,355,934 

13.186,795 

13,134,122 

BALANCE SHEET INFORMATION 

Current ratio (3) 

3.2 

2.5 

2.5 

2.5 

Working capital (3) 

$274,257,000 

213,168,000 

210,6963)00 

199.2973)00 

Shareholders’ investment (3) 

Shareholders’ investment per share of common 

$324,785,000 

307,104,000 

282,356,000 

264,8883)00 

and common equivalents (3) 

$ 24.16 

22.99 

21.41 

20.17 

Percent return on shareholders" investment (3) 

% 9.1 

11.6 

9.9 

11.8 

Capital expenditures—net 

S 19,638,000 

16,452,000 

15,20) ,000 

15,4383)00 

Property, plant, and equipment—net 

$ 88,212,000 

77,536,000 

71,018,000 

64,500,000 

STORES, EMPLOYEES, SHAREHOLDERS 

Number of stores {excluding foreign subsidiaries) 

1,644 

1,571 

1,502 

Id 67 

Stores opened 

221 

153 

152 

139 

Stores dosed 

148 

84 

117 

75 

Number of employees (excluding foreign subsidiaries) 

16,800 

15,800 

15,400 

16,400 

Contribution to employee profit sharing fund 

$ 4,288,000 

4,350,000 

4,166,000 

4,421,000 

Number of common shareholders 

12,294 

11.619 

11,171 

10,890 


NOTES: 

(1) For years 1968 and 1969, data represent 
combination of March 81 fiscal year for Zaie 
Corporation and December 81 fiscal year of 
Butler’s Shoe Corporation and subsidiary 
companies. 

(2) 1968-1976 amounts have been restated to 


reflect the discontinued operations of the Levine 
division. See Note 2 to Consolidated Financial 
Statements. 

(8) Income taxes, net earnings from continuing 

operations, net earnings, earnings per share and 
certain balance sheet information for fiscal years 
1973 through 1975 have been restated from 
amounts previously reported to 












1973 

1972 

1971 

1970 

1969 

1968 

5443,9723)00 

$389,066,000 

$339,383,000 

$321,081,000 

$269,759,000 

$230,023,000 

46,410,000 

37,236,000 

30,1 17,000 

.38,468,000 

35,035,000 

25.760,000 

22.625.000 

15,194,000 

11,743,000 

16,024,000 

14,843,000 

10,053,000 

23,785,000 

22,042,000 

18,374,000 

22,444,000 

20,192,000 

15.707.000 

(488,000) 

35,000 

(34,000) 

826,000 

1,108,000 

742,000 

— 

(856,000) 



1,771,000 

608,000 

23.297,000 

21,221,000 

18,340,000 

23,270,000 

23,071,000 

17,057,000 

1.82 

1.71 

1.46 

1.83 

1.77 

3.51 

(.04) 



.07 

.10 

.07 

— 

(.07) 



.16 

.06 

1.78 

1.64 

1.46 

i .90 

2.03 

1.64 

5.2 

5.5 

5.4 

7.2 

8.6 

7.4 

.66 

.64 

.64 

.64 

.61 

.53 

.80 

.80 

.80 

.44 



.64 

.64 

.64 

.64 

.56 

.49 

6,112,000 

5,894,000 

5,769,000 

5,690,000 

4,988,000 

3,842,000 

13,095,196 

12,906,416 

12,537,809 

12,279,244 

1 1,365,252 

10,299,185 

13,048,083 

13,045,319 

12,601,738 

12,383,797 

12,124,294 

10,477,152 

2.7 

2.9 

3.6 

2.7 

3.4 

2.7 

168,1 19,000 

160,321,000 

149,463,000 

136,138,000 

129,301,000 

80,147,000 

243,670,000 

228,549,000 

204,382,000 

187,528,000 

161,500,000 

97,703,000 

18.67 

17.52 

16.22 

15.14 

13.32 

9.33 

10.2 

10.4 

9.8 

14.4 

23.6 

20.7 

10,058,000 

14,417,000 

14,831,000 

20,111,000 

13,778,000 

5,406,000 

57.143,000 

56,036,000 

49,968,000 

40,537,000 

24,473,000 

14,780,000 

1,403 

1,341 

1,227 

1,132 

1,027 

907 

148 

201 





86 

87 





15,000 

14,000 

13,100 

12,300 

11,400 

9,600 

3.505,000 

2,826,000 

2.614,000 

2,929,000 

2,702,000 

2,075,000 

10,027 

10,001 

9,697 

10,110 

9,494 

6,582 

reflect the adj 

ustment fur die $10,000,000 

Fur fisc 

- al years 1975, 

1976, and 

income tax re: 

serve as discusse 

:d in Note 8 to 

1977, c 

dividends were 

paid part in cash 

Consolidated 

Financial Statements. 

in Class B common stuck as follows: 


(4) Fur \ears 1968 and 1969, income taxes are 
Federal income taxes only. 

(5) Dividends paid in Class B Common 
Stock prior to fiscal 1975. 


1975—37 cents per share plus l/56th share of 
Class B common, 1976—38 cents per share plus 
1 /57th share ol Class B common, and in 
1977—41 cents per share plus l/36th of Class 
B common. 
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INFORMATION TO BE INCLUDED IN REPORT 


PART I 


Item 1 : Business 

(a) 

Zale Corporation and its subsidiaries are the outgrowth of a single 
retail jewelry store established in Wichita Falls, Texas, in 1924. As of 
March 31, 1977, there were 1,644 retail jewelry, footwear, drug, home furnish¬ 
ings, sporting goods, and catalog stores throughout the United States, United 
Kingdom, Puerto Rico and Guam. The operations of the Company are conducted in 
five major lines of business: Jewelry, General Merchandise, Footwear, Drugs 
and Wholesaling. The Company employs approximately 17,000 persons. 


JEWELRY 


The jewelry operations are conducted by four domestic groups and 
one foreign group: Zale Store Division, Fine Jewelers Guild Division, Leased 
Jewelry Division, Catalog Division, and Zales Jewellers Ltd. (United Kingdom). 


ZALE STORE DIVISION 


The Zale Store Division's 671 stores, most of which operate under 
the name Zales Jewelers, are located in 48 states and Puerto Rico. The average 
store contains approximately 2,000 square feet. The stores sell diamond and 
gold jewelry, watches, silverware, dinnerware, and other related jewelry items. 

The merchandise is principally in the medium price range. National and regional 
advertising, particularly in newspapers and on television, is extensively employed. 


FINE JEWELERS GUILD DIVISION 


The Fine Jewelers Guild Division operates 243 stores and 1 leased 
department in 33 states and Guam under various trade names. The average store 
contains 3,200 square feet. Guild stores sell diamond and gold jewelry, watches, 
silver, fine china, glassware, and related jewelry items, mainly in the higher 
price range. The stores conform to high standards of quality and taste with 
advertising directed accordingly. The one leased department is located in a 
department store and only sells diamond and gold jewelry, watches and related 
jewelry items. 

LEASED JEWELRY DIVISION 


The Leased Jewelry Division operates 111 units in 22 states. The 
average department contains 1,000 square feet. The departments sell diamond 
and gold jewelry, watches, wallets, clocks and related jewelry items. The 
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merchandise is principally in the popular price range. The departments operate 
under the name of the Licensors store and are subject to the individual store 
merchandising policies and advertising. 


CATALOG DIVISION 


The Catalog Division was established in 1968 and operates 13 stores 
under the name 0. G. Wilson. The average store contains approximately 30,000 
square feet. The stores sell diamonds, diamond watches, watches, pearls, rings, 
sporting goods, appliances, electronics, cameras, clocks, luggage, records, 
tapes, toys, guns, dinnerware, giftware, holloware, flatware, bicycles, type¬ 
writers, and other items. 


ZALE JEWELLERS LTD. DIVISION 


The Zales Jewellers Ltd. Division operates 37 stores in the United 
Kingdom under the names Zales Jewellers and Leslie Davis Jewellers. The 
average store contains approximately 1,200 square feet. The stores sell 
diamond and gold jewelry, watches, clocks, gift and other related jewelry 
items. The merchandise is principally in the medium price range. 


GENERAL MERCHANDISING 


The general merchandise operations are conducted by three separate 
groups: Horae Furnishings Division, Sporting Goods Division, and Newsstand 

Division♦ 


HOME FURNISHINGS DIVISION 


The Horae Furnishings Division operates 11 stores in Texas, most of 
which are under the name Karotkin's. The average store contains approximately 
40,000 square feet. These stores carry a complete line of furniture, including 
major appliances and carpeting. The merchandise is principally in the medium 
to better price range. 


SPORTING GOODS DIVISION 


The Sporting Goods Division was established in 1969 and operates 33 
stores in 10 states under various trade names. The average store contains 
approximately 14,000 square feet. These stores carry a complete selection of 
sporting goods, including sportswear, athletic footwear and sporting equipment 
for golf, tennis, hunting, fishing, skiing, water sports, baseball, basketball, 
and football. 
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NEWSSTAND DIVISION 


The Newsstand Division operates 13 news, tobacco and gift stands under 
the name Aeroplex in the Dallas/Fort Worth Regional Airport. The average stand 
contains approximately 800 square feet. 


FOOTWEAR 


The footwear operations are conducted by two separate groups: Butler 
Shoe Division and Discount Shoe Division. 


BUTLER SHOE DIVISION 


The Butler Shoe Division operates 351 stores in 32 states, most of 
which are under the name of Butler's and Malings . The average store contains 
approximately 3,100 square feet. These stores sell medium-priced ladies' and 
children's shoes, and, in addition, ladies' hosiery, handbags and shoe cleaners. 


DISCOUNT SHOE DIVISION 


The Discount Shoe Division operates 48 leased departments in 12 
states. The average leased department contains 3,000 square feet. The leased 
departments carry popular priced shoes for the entire family. The departments 
operate under the name of the Licensor's store and are subject to the individual 
store merchandising policies and advertising. 


DRUG 


DRUG DIVISION 


The Drug Division operates 112 stores in Texas under the name 
Skillerns. The average store contains 8,400 square feet. The Skillern stores 
feature prescription departments and proprietary and over-the-counter drugs. 
The stores also feature a complete line of cosmetics, health and beauty aids, 
photographic supplies, candy, tobacco, magazines, toys, and sundry items. 

There are a limited number of luncheon counters. 


WHOLESALING 


The wholesaling operations are conducted by three separate groups: 
International Diamond Division, Ross Watch Case Division and the Sugerman 
Division. 
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INTERNATIONAL DIAMOND DIVISION 


The International Diamond Division sells precious stones to 
retailers and suppliers throughout the world. See also Item 5 "Legal 
Proceedings 11 * 


ROSS WATCH CASE DIVISION 


The Ross Watch Case Division manufactures and sells watch case 
and other components to retailers and watch assemblers. 


SUGERMAN DIVISION 


The Sugerman Division commercially markets military insignia and 
accessories to military post exchanges and military schools, primarily under 
the brand name Susco. Sugerman also distributes consumer electronics, and 
optical goods, as well as various other lines of merchandise such as diamonds, 
watches, and costume jewelry* See also Item 5 "Legal Proceedings". 


DISCONTINUANCE OF THE LEVINE STORE DIVISION 


On February 4, 1977, the Company's Board of Directors voted approval 
of plans for the discontinuance of the Levine Store Division* On February 18, 
1977, the Company entered into a Purchase Agreement to sell assets of the Levine 
Store Division to The Lamson Brothers Company, a subsidiary of Schottenstein 
Stores Corporation, Columbus, Ohio. The Purchase Agreement was filed as an 
attachment to Form 8-K for the month of February, 1977. Subsequently the 
Company entered into a contract to sell the accounts receivable of its Levine 
Store Division to a joint venture composed of Ohio Merchandising Corporation 
and Wellington Credit Corporation, At this time, the sale of the accounts 
receivable has been completed and the sale of assets of the Levine Store 
Division to Lamsons has been substantially completed. 

ITEM 1(b): 


The Company's business is highly competitive. The stores and leased 
departments compete with independents, retail chains and other retail outlets 
handling merchandise similar to that sold by the Company* The Company buys 
rough and polished diamonds in the principal diamond markets of the world in¬ 
cluding New York, London, Moscow, Tel Aviv and Antwerp. There are no material 
patents, licenses, franchises or concessions held. The Company's pricing struc¬ 
ture is constantly being reviewed; and fluctuations in the price of silver and 
gold have not, in the opinion of management, materially adversely affected the 
operations of the Company, A material portion of the Company's jewelry business 
is accounted for during the October through December quarter of each year* 
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ITEM 1(c) (1) and (2): Information as to Lines of Business and Information as to Classes of Similar Products or Services 


Merchandise Groups (1) 

Zale's major lines of business and their approximate percentage of sales and operating profits from continuing operations 
are detailed below for the fiscal years ending March 31. 


JEWELRY GENERAL MDSE. FOOTWEAR DRUG WHOLESALE 



% Of 
Sales 

% Of 

Operating 

Profit 

% Of 
Sales 

% Of 

Operating 

Profit 

% Of 
Sales 

% Of 

Operating 

Profit 

% Of 
Sales 

% Of 

Operating 

Profit 

% Of 
Sales 

% Of 

Operating 

Profit 

1977 

59% 

77% 

9% 

3% 

14% 

n% 

14% 

5% 

4% 

4% 

1976 

59 % 

80% 

9% 

3% 

14% 

10% 

14% 

5% 

4% 

2% 

1975 

59% 

82% 

10% 

1% 

14% 

9% 

13% 

5% 

4% 

3% 

1974 

59% 

79% 

10% 

3% 

13% 

8% 

12% 

5% 

6% 

5% 

1973 

60% 

7 7% 

9% 

5% 

14% 

9% 

12% 

5% 

5% 

4% 


The above groups are composed of the following divisions: 

Jewelry - Zale Store, Fine Jewelers Guild, Leased Jewelry, Catalog and Zales Jewellers, Ltd. Divisions 
General Merchandise - Home Furnishings, Sporting Goods, and Newsstand Divisions 
Footwear - Butler and Discount Shoe Divisions 
Drug *- Skillern Drug Division 

Wholesale - International Diamond, Ross Watch Case and Sugerman Divisions 

Operating profits are those contributed by the various merchandise groups without allocation of interest income, interest 
expense, profit sharing contribution, corporate general and administrative expense and income taxes, since in the opinion 
of management any allocation would be arbitrary and would serve no meaningful purpose. All significant intercompany sale 
and profits have been eliminated from the above calculations. The only classes of similar products sold by the company 
which contribute in excess of 10% of total sales and revenues are footwear and jewelry items, as shown in the foregoing 
table. (While the drug division accounts for approximately 14% of total sales and revenues, no class of similar drug pro 
ducts accounts for more than 10% of sales.) 

(1) All data restated from amounts previously reported to reflect the discontinued operations of the Levine Division. 
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ITEM 2. Summary of Operations 


ZALE CORPORATION AND SUBSIDIARIES 


CONSOLIDATED STATEMENT OF EARNINCS 
FOR ThE FIVE FISCAL YEARS ENDED MARCH 31, 1977 


The following consolidated statement of earnings of the Corporation has been examined by Arthur Andersen & Co., independent public 
accountants, for the year ended March 31, 1977, and by Touche Ross 6 Co., independent public accountants, for the year ended March 31, 
1976, as set forth in their reports included elsewhere in this Form IQ-K, The report of Arthur Andersen & Co. is subject to the resolu¬ 
tion of certain income tax matters and shareholder class action litigation discussed therein. The 1976 report of Touche Ross & Co. ls 
subject to the resolution of certain income tax matters and shareholder class action litigation discussed therein and does not express 
an opinion with respect to the determination of the $10 million income tax provision, the maximum possible additional provision, and 
the treatment of these amounts in the Company's financial statements (see Note A to the Consolidated Statement of Earnings). Further, 
Touche Ross A Co. does not express an opinion with respect to the amounts reclassified as discontinued operations. The fiscal years 
1973, 1974 and 1973 are not covered by reports from independent public accountants. Note A discusses certain income tax matters relat¬ 
ing to those years. This statement, together with the accompanying notes, should be read in conjunction with the consolidated financial 
statements and related notes included elsewhere herein. 



1977 

1976 

1975 

1974 

1973 

REVENUES: 

Net sales 

Other 

$677,827,000 

5,415,000 

$595,802,000 

4,863,000 

$553,613,000 

6,111,000 

$513,535,000 

5,695,000 

$439,505,000 

4,467,000 

rn^TQ AMD ■ 

683,242,000 

600,665,000 

559,724,000 

519,230,000 

443,972,000 

Cost of goods sold (including buying and occupancy expenses) 
Administrative, publicity and selling (Note E) 

Interest 

Contribution to employees' profit sharing plan 

434,712,000 

175,734,000 

5,747,000 

4,288,000 

383,368,000 
147,624,000 
4,997,000 
4,350,000 

351,016,000 

139,105,000 

9,140,000 

4,166,000 

328,611,000 
123,915,000 
5,022,000 
4,421,000 

282,577,000 

109,127,000 

2,353,000 

3,505,000 


620,531,000 

540,339,000 

503,427,000 

461,969,000 

397,562,000 

EARNINGS FROM CONTINUING OPERATIONS BEFORE INCOME TAXES 

62,711,000 

60,326,000 

56,297,000 

57,261,000 

46,410,000 

INCOME TAXES (Note A) 

29,518.000 

27,939,000 

28,583,000 

27,660,000 

22,625,000 

NET EARNINCS FROM CONTINUING OPERATIONS 

33,193,000 

32,387,000 

27,714,000 

29,601,000 

23,785,000 

DISCONTINUED OPERATIONS, net of income tax effect (Note B): 

Earnings (loss) from discontinued operations 

Net loss from disposal of discontinued operations 

(961,000) 
(4,331,000) 

397,000 

(1,574,000) 

(791,000) 

(488,000) 


(5,292,000) 

397,000 

(1,574,000) 

(791,000) 

(488,000) 

NET EARNINGS (Note A) 

$ 27,901,000 

$ 32,734,000 

$ 26,140,000 

$ 28,810,000 

$ 23,297,000 

PRIMARY EARNINGS (LOSS) PER SHARE (Note C); 

Continuing operations 

Discontinued operations (Note B) 

$2.48 

(.40) 

$2.44 

.03 

$2.11 

(.12) 

$2.27 

(.06) 

$1.82 

(.04) 

Net earnings (Note A) 

$2.08 

$2.47 

$1 .99 

$2.21 

$1.78 

Cash dividends per share (Note D); 

Common 

Class fl common 

$ .86 
.41 

$ .79 
.38 

$ .76 
.37 

$ .71 

$ .66 

Average common and common equivalent shares outstanding (Note C) 

13,357,819 

13,295,334 

13,127,513 

13,054,364 

13,095,196 
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ZALE CORPORATION AND SUBSIDIARIES 


NOTES TO CONSOLIDATED STATEMENT OF EARNINGS 
FOR THE FIVE FISCAL YEARS ENDED MARCH 31, 1977 


(A) INCOME TAXES: 

In February, 1976, the Company learned that the manner in which 
allocations of income and expenses were made among various corporate income 
tax returns filed in prior years was not in accordance with the Company’s 
established allocation methods. On February 16, 1976, the Company volun¬ 
tarily disclosed this to the Internal Revenue Service (IRS), and the IRS 
Audit Division promptly commenced an examination of the Company’s Federal 
income tax returns for the years 1973 through 1975. Subsequently, the IRS 
Intelligence Division entered the examination, and the years 1970 - 1972 
were included in the examination* Those years had previously been examined 
by the IRS, and because of applicable statutes of limitation, additional 
taxes cannot be assessed against the Company for those years unless the 
IRS establishes fraud in the filing of the returns for those years* 

Although the Company has not yet received an agent's report or 
proposed deficiency notice of issues that may be asserted, the Company 
now recognizes that its minimum additional tax liability for 1973 through 
1975 is unlikely to be substantially less than $10 million, excluding 
penalties* Accordingly, an additional $10 million income tax reserve 
has been retroactively reflected and effects amounts previously reported 
as follows: 


Income Taxes- 

Previously reported* 
As restated 

Net Earnings- 

Previously reported 
As restated 

Earnings Per Share- 
Previously reported 
As restated 


1975 

1974 

1973 

(In 

for 

thousands 
per share 

except 
amounts) 

$24,583 

28,583 

$25,160 

27,660 

$19,125 

22,625 

$30,140 

26,140 

$31,310 

28,810 

$26,797 

23,297 

$ 2.30 

1.99 

$ 2.40 

2.21 

$ 2.05 

1.78 


*As reclassified to reflect the discontinued operations of 
the Levine Division* 
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The ultimate probable liability relating to all potential issues 
that the IRS may raise is not presently determinable. Furthermore, the 
ultimate outcome of the pending IRS examination will depend upon resolu¬ 
tion of many complex legal and fact questions relating to the Federal tax 
returns of more than 800 subsidiary corporations (since fiscal 1976 the 
Company has filed a consolidated Federal income tax return, whereas in 1975 
and prior years separate income tax returns were filed for the parent and 
each subsidiary). Based upon a preliminary analysis of issues which the 
Company anticipates could be asserted by the IRS, the Company now estimates 
the maximum additional tax liability for 1970 through 1975 will not exceed 
amounts presently recorded (Federal deferred income taxes of approximately 
$20 million plus the additional current liability of $10 million referred 
to in the preceding paragraph) by more than $40 million. This estimate 
assumes unfavorable resolution of all presently anticipated issues and the 
imposition of maximum penalties and interest; however, the Company intends 
to defend vigorously all issues and is hopeful of sustaining its position 
on major issues. 

Management believes that, under current accounting rules, any tax 
assessments in excess of amounts presently provided applicable to years 1970 
through 1975 would be properly reflected as adjustments to previously reported 
earnings of such years. Management understands, however, that the applicable 
accounting rules and interpretations thereof may change, which could result 
in such excess amounts being charged to earnings of a future period. 

(B) DISCONTINUED OPERATIONS: 

In February, 1977, the Corporation decided to discontinue the 
operations of the Levine Store Division, which was engaged in budget 
fashion merchandising through 103 retail outlets. A summary of the re¬ 
sults of operations of the Levine Store Division for fiscal years 1973 
through 1977, including the net estimated loss on the disposition of this 
division, is shown below (in thousands): 



1977 

1976 

1975 

1974 

1973 

Net sales 

$29,556 

$39,092 

$46,612 

$57,611 

$59,618 

Cost and expenses 

31,404 

38,353 

49,638 

59,132 

60,557 

Earnings (loss) before taxes 

(1,848) 

739 

(3,026) 

(1,521) 

(939) 

Income tax (benefit) 

(887) 

342 

(1,453) 

(730) 

(451) 

Net earnings (loss) from 
operations 

(961) 

397 

(1,573) 

(791) 

(488) 

Net estimated loss on disposal 
of the Levine Store Division, 
including operating losses of 
$380 during the phase-out 
period, less income tax bene¬ 
fit of $4,296 

(4,331) 





Net earnings (loss) from 
discontinued operations 

$(5,292) 

$ 397 

$(1,573) 

$ (791) 

$ (488) 
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The consolidated statement of earnings for the fiscal years 
1973 through 1976, has been reclassified to reflect the discontinued 
operations on a consistent basis with the 1977 financial statements. 


(C) EARNINGS PER SHARE: 

Primary earnings per share are based on the average number of 
common and common equivalent shares outstanding during each year. For 
this purpose all classes of stock outstanding are considered to be common 
or common equivalents, and stock options are also included as common stock 
equivalents, if the effect on earnings per share is dilutive. Fully di¬ 
luted earnings per share are not shown since the dilutive effect is not 
material. 


(D) DIVIDENDS: 

In lieu of cash dividends, the holders of Class B Common Stock 
received stock dividends during each of the two fiscal years 1973 and 
1974 as follows: 1973 - 1.6%; and 1974 - 3.2%. The dividend on Class B 
Common Stock comprised a cash dividend of 37 cents per share in 1975 , 

38 cents per share in 1976, and 41 cents per share in 1977 plus l/56th 
share of Class B Common Stock in 1975, l/57th share in 1976 , and l/36th 
share in 1977. 


(E) CUSTOMER SERVICE CHARGES: 

Service charges on customer accounts of $13,518,000 and 
$14,541,000 in 1977 and 1976, respectively, have been reflected as a 
reduction of administrative, publicity and selling expense in the State¬ 
ment of Consolidated Earnings. 

(F) SHAREHOLDER LITIGATION: 

During 1976 the Company's former treasurer made various allega¬ 
tions against the Company and some of its senior officers of improper 
conduct arising out of business activities of the Company, including filing 
of Federal, state and local tax returns, foreign operations, loans to 
officers and employees, gifts to military exchange personnel, political 
contribution reimbursements, and other matters. (The Corporation has 
included a report of these matters in Item 5 of this Form 10-K.) These 
allegations are generally the basis of claims in three shareholder suits 
in which the Company and certain present and former officers and directors 
have been named as defendants. 

One of the shareholder suits is a derivative action and seeks 
various forms of relief, including monetary damages on behalf of the 
Company. Since recovery, if any, will be for the benefit of the Company, 
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management does not believe this action will have a material, adverse 
effect on the financial position of the Company. Another of the suits is 
a class action which seeks actual damages totaling in excess of $b0 million 
and unspecified treble and/or exemplary damages against the Company and 
other named defendants. This suit is in the early stages of discovery 
and the Company is presently unable to assess its probable outcome or its 
effect, if any, on the financial position of the Company. In the final 
shareholder suit, which includes both a derivative and a class action 
claiming actual and punitive damages of $40 million, the Court recently 
sustained motions of the defendants to dismiss, and an order dismissing 
the case as to all defendants should be entered by the Court in the near 
future. The Company does not know whether the plaintiff will appeal this 
dismissal. 
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MANAGEMENT DISCUSSION AND ANALYSIS OF CONSOLIDATED EARNINGS 


Net Sales 


Net sales from continuing operations for the two most recent years 
increased 13.8% and 7.6%, respectively. These increases reflect the addition 
of new stores, sales growth of existing stores, intensification of merchandising 
and higher retail prices. 

The 13.8% sales increase for the year ended March 31, 1977, was 
comprised of increases in all merchandising groups as follows: 14.3% in the 
Jewelry Group, 21.8% in the Footwear Group (includes sales of 55 shoe stores 
purchased from Genesco, Inc. during the second quarter), 12.1% in the Drug 
Group, 4.7% in the General Merchandise Group and 7.1% in the Wholesale Group. 

For the year ended March 31, 1976, sales rose 7.6% overall. This 
increase consisted of sales increases in the Jewelry Group of 8.3%, in the 
Footwear Group of 4.7% and in the Drug Group of 14.1%, offset by a slight 
decrease in the General Merchandise Group of .1% and a decrease in the Whole¬ 
sale Group of 6.4%. 


Other Revenues 


Other revenues increased in fiscal 1977 primarily as a result of 
higher earnings of unconsolidated insurance and foreign subsidiaries. 

The decrease in other revenues for fiscal 1976 was due primarily to 
lower earnings of unconsolidated foreign subsidiaries, including a devaluation 
of the British pound. 


Cost of Goods Sold 


The cost of goods sold for the year ended March 31, 1977, was 64.1% 
of net sales compared to 64.3% of net sales for the prior year. This slight 
improvement in gross profit resulted primarily from higher markups and shifts 
in the sales mix, offset by increased inventory shrinkage. 

In fiscal 1976, cost of goods sold as a percent of net sales increased 
.9% to 64.3% of net sales. This increase was substantially due to the strong 
sales of the Wholesale Group, which operates on a lower margin than other mer¬ 
chandising groups. 


Administrative, Publicity, and Selling Expense 


This expense classification includes salaries, advertising, credit, 
administrative and general expenses, net of service charge income on customers 1 
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accounts. These expenses for the current year rose to 25.9% of net sales com¬ 
pared to 24.8% of net sales in the prior year. The primary factors contributing 
to this increase were higher salaries and related payroll taxes, higher depre¬ 
ciation and repairs and maintenance of expanded facilities, increased advertising 
costs (primarily media rate increases), higher personal property and real estate 
taxes, and higher cost of credit operations, including lower service charge in¬ 
come and an increase in the provision for doubtful accounts. 

For the year ended March 31, 1976, Administrative, Publicity, and 
Selling Expense as a percent of net sales decreased slightly (.3%) over the 
prior year as a result of a vigorous expense control program instituted by the 
Company during the latter part of 1975. 


Interest Expense 


The rise in interest expense during the current fiscal year was due 
to the issuance of an additional forty million dollars of long-term debt, as 
well as an increase in the average short-term borrowings. 

The decrease of $4.1 million in interest expense for the year ended 
March 31, 1976, was due to reduced borrowings and lower short-term interest 
rates. Average short-term borrowings decreased $13 million. The average rate 
for the year decreased approximately 4%. 


Contributions to Employees' Profit Sharing Plan 

The Company makes a contribution to the Plan based on earnings. For 
the fiscal year just ended, this expense totaled 6.4% of earnings from continuing 
operations before income taxes and profit sharing expense, compared to 6.7% for 
the year ended March 31, 1976. 

Income Taxes 

The Company's effective income tax rate for the last three fiscal 
years is as follows: 

1977 47.1% 

1976 46.3% 

1975 50.8% 

The increase in the effective income tax rate in 1977 is primarily due to an 
increase in the amount of state income taxes payable, as a result of a greater 
percentage of earnings in states with a higher income tax rate. The 1975 
effective rate of 50.8%, as restated for the income tax adjustment as described 
in Note A to the Consolidated Statement of Earnings, is primarily due to the 
effects of filing separate corporate income tax returns in the years prior to 
1976. 
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Discontinued Operations 


During the fourth quarter of fiscal 1977, the Company discontinued 
the operations of the Levine Store Division, which was engaged in budget fashion 
merchandising through 103 retail stores. See Note B to Consolidated Statement 
of Earnings for further detail. 


Item 3: Properties 

The Company leases 260,581 square feet of general office and warehouse 
facilities in New York City under leases expiring in 1994, of which 
it currently occupies 88,815 square feet, the remainder being sublet. 

The Company owns an 18-story office building in Dallas, Texas, and 
approximately 201 acres of land bordering the Dallas/Fort Worth 
Turnpike, a minor portion of which is used for its own distribution 
and warehouse facilities, the remainder of which is either being 
developed as an industrial park or is undeveloped. Substantially all 
of the Company’s retail store space is leased from 5 to 15 years. 

None of the Company’s approximately 1,600 retail leases is individually 
material to the operations of the Company. In addition, the Company 
owns a few undeveloped parcels of land. 

Item 4: Parents and Subsidiaries: 

The Company has 1,207 subsidiaries which are mainly engaged in retail 
operations. In addition, the Company operates 31 stores in the Zale 
Store Division, The following table indicates the number of wholly-owned 
subsidiaries included in the consolidated financial statements, which 
operate stores in the- respective merchandise groups. The table also 
indicates the number of wholly-owned subsidiaries engaged in wholesale 
or miscellaneous activities. 


MERCHANDISE GROUPS 

NUMBER 

OF SUBSIDIARIES 

NO, STORES OPERATING 

Zale Store Division 


615 

640 

Fine Jewelers Guild Division 


205 

244 

Leased Jewelry Division 


45 

111 

Catalog Division 


i n 

X \s 

13 

Zales Jewellers, Ltd. (United 

Kingdom) 

5 

37 

Home Furnishings Division 


6 

11 

Sporting Goods Division 


23 

33 

Newsstand Division 


1 

13 

Butler Shoe Division 


187 

351 

Discount Shoe Division 


65 

48 

Skillern Drug Division 


29 

112 

Wholesale and Miscellaneous 


15 

0 

Levine Store Division - Discontinued 

1 

0 


TOTALS 


1,207 


1,613 


31 

1,644 
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Plus retail stores 
operated by Company 








There are three subsidiaries, Zale Life Insurance Company, Zale 
Indemnity and Zale S.A. (A Swiss Company which assembles watches 
and supplies components), which the Company includes in its finan¬ 
cial statements the equity in undistributed earnings. In addition, 
the Company has an approximate 20% interest in Sterns Diamond 
Organization Ltd. (operates 49 stores in South Africa), and a 
50% interest in the Turnpike Distribution Center (See Item 18) 
for which the Company includes in its financial statement the 
equity in undistributed earnings. None of such subsidiaries or 
affiliates separately or in the aggregate constitute a significant 
subsidiary. 
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Item 5: 


Legal Proceedings 


A. MATTERS EMANATING FROM ALLEGATIONS BY THE COMPANY 1 S FORMER TREASURER 

Since February, 1976, the Company has been involved in various legal 
and regulatory matters emanating from various allegations of impropriety against 
the Company and some of its senior officers made by the Company's former trea¬ 
surer, S. Shearn Rovinsky. The former treasurer's employment was terminated by 
the Company in February, 1976, for misappropriation of Corporate funds, and he 
was thereafter indicted for theft by the Dallas County Grand Jury, After a trial, 
he was acquitted of the theft charges by a jury in November, 1976, During the 
course of both pretrial proceedings and his trial, the former treasurer claimed 
that senior officers of the Company consented to his misappropriation of approxi¬ 
mately $650,000 in return for his participation in the various alleged acts of 
impropriety. 

Each of the officers and directors of the Company has denied that 
any of them authorized or had any knowledge of the former treasurer's misappro¬ 
priation of Company funds. The Company believes the misappropriation was done 
by the former treasurer acting alone and without authorization, and the Company 
intends to seek full recovery of the misappropriated funds from the former trea¬ 
surer and its bonding company (which has denied the Company's claim relying on 
the former treasurer's acquittal of the theft charge). 

AD HOC COMMITTEE 


The Company learned of most of its former treasurer's allegations as 
they were disclosed piece-meal by his attorneys in February and March of 1976. 
The Company immediately commenced an internal investigation of the charges, and 
thereafter the Executive Committee of the Board of Directors on April 23, 1976, 
appointed a Special Ad Hoc Committee composed of four outside directors and one 
officer-director to review the findings of the internal investigation. The 
Committee reviewed findings of the Company's internal investigation and other 
information and interviewed certain officers and employees, and completed an 
interim report of its findings on August 11, 1976, a copy of which was made 
available to the Securities and Exchange Commission, The Committee was there¬ 
after dissolved by the Board of Directors (the outside - director members of 
the Committee dissenting) because additional investigation was considered dup¬ 
licative, unduly expensive and unnecessary since the former treasurer's alle¬ 
gations were under continuing investigations by the IRS and SEC (which are 
discussed below). 


IRS EXAMINATION AND ALLEGATIONS RELATING TO INCOME TAX MATTERS 

The first of the former treasurer's allegations disclosed to the 
Company was that allocations of income and expenses among various corporate 
income tax returns filed in prior years were improperly handled resulting in 
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an underpayment of Federal income taxes by the Company.* The Company immedi¬ 
ately investigated the allegation, and discovered that the manner in which 
such allocations were handled in prior years was not in accordance with the 
Company 1 s established allocation methods. Accordingly, the Company volun¬ 
tarily reported on February 16, 1976, to the Internal Revenue Service, and 
announced publicly, that certain of its past tax returns may have inaccurately 
reflected its tax liability, and the IRS Audit Division promptly commenced an 
examination of the Company's Federal tax returns for the years 1973 through 
1975. The former treasurer also claimed that other senior officers of the 
Company knew of and condoned the manner in which these allocations were re¬ 
flected on these prior year tax returns but those officers deny this claim. 

The policy of the Company is and has been that its tax returns should be pre¬ 
pared in compliance with the Internal Revenue Code, and the Company believes 
that any deviations from this policy were effected by the former treasurer 
without the knowledge or authorization of the Company, its Board of Directors, 
or other senior officers. 

In motions filed by the former treasurer in his theft case in 
June of 1976 (and later in testimony during his trial) the former treasurer 
alleged other acts which he claims may result in the Company incurring addi¬ 
tional income tax liability, some of which he claims were condoned by senior 
management. Thereafter the IRS Intelligence Division entered the examination, 
and the years 1970 - 1972 were reopened for examination by the IRS Audit 
Division. Those years had previously been examined by the IRS, and because 
of applicable statutes of limitation, additional taxes cannot be assessed 
against the Company for those years unless the IRS establishes fraud in the 
filing of the returns for those years. 

Although the Company has not yet received an agent 1 s report or 
proposed deficiency notice of issues that may be asserted, the Company now 
recognizes that its minimum additional tax liability for 1973 through 1975 
is unlikely to be substantially less than $10 million, excluding penalties. 
Accordingly, an additional $10 million income tax reserve was established by 
the Company as of March 31, 1977, by charges to earnings of the applicable 
prior years. 

The ultimate probable liability relating to all potential issues 
that the IRS may raise is not presently determinable. Furthermore, the ulti¬ 
mate outcome of the pending IRS examination will depend upon resolution of 
many complex legal and fact questions relating to the Federal tax returns of 
more than 800 subsidiary corporations. Based upon a preliminary analysis of 
issues which the Company anticipates could be asserted by the IRS, the Company 
now estimates the maximum additional tax liability for 1970 through 1975 will 


* The tax-related allegations primarily relate to the over 800 Federal 

income tax returns filed each year for the Company and its subsidiaries by the 
Dallas office of the Company, The Federal income tax returns prepared and 
filed by the Butler Shoe Division and its subsidiaries at its home office in 
Atlanta, Georgia, do not appear to be involved in the allegations, since the 
former treasurer had no participation in their preparation or filing. 
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not exceed amounts presently recorded (Federal deferred income taxes of 
approximately $20 million plus the additional current liability of $10 mil¬ 
lion referred to in the preceding paragraph) by more than $40 million. This 
estimate assumes unfavorable resolution of all presently anticipated issues 
and the imposition of maximum penalties and interest; however, the Company 
intends to defend vigorously all issues and is hopeful of sustaining its 
position on major issues. 


ALLEGATIONS RELATING TO OTHER BUSINESS ACTIVITIES 


Foreign Trading Account . For many years the Company has maintained 
a trading account in a foreign country with a local trading company through 
which the Company buys and sells diamonds in the international diamond market 
centered there. This important market serves both as a source of diamonds for 
the Company and as an outlet for stones the Company desires to sell. Some of 
the transactions by participants in this market are customarily not reported 
in the official records of the market participants and are effected in what is 
referred to as the "unofficial market" where many of the transactions are con¬ 
summated without invoices in cash of various currencies. The "unofficial mar¬ 
ket" serves principally the needs of participants not including the Company 
who wish to avoid disclosure of their transactions. Such non-disclosure may 
be in technical violation of that foreign country’s domestic law, but that law 
is not generally enforced and the Company considers the risk of any assertion 
of violation to be negligible. Although the major portion of the Company’s 
transactions in this market are consummated with invoices and recorded officially, 
the Company has participated through the local trading company in this "unofficial 
market" to meet its business need to buy and sell diamonds and believes its par¬ 
ticipation is an Important element of its business. The dollar volume of the 
Company’s purchases and sales on the "unofficial market" is insignificant com¬ 
pared with the Company's total operations. 

Prior to fiscal 1977, all receipts and disbursements from transac¬ 
tions on the "unofficial market" were summarized and reported monthly by the 
local trading company and circulated to Company officers responsible for moni¬ 
toring the trading and the account, but a control account was not reflected on 
the general ledger of the Company and the income from that account was recorded 
on a cash basis. The trading account is now reflected on the general ledger of 
the Company and is now recorded on an accrual basis. 

The Company pays supplemental salaries to a small number of its 
foreign employees, some of which are paid in cash from this trading account. 

During fiscal 1977 an aggregate sum of approximately $192,000 was paid from the 
account for such purposes. None of the recipients is an officer or director of 
the Company or a relative of an officer or director or a citizen of the United 
States. Such payments are not reported by the Company to the tax authorities 
in the country in which the employees reside and accordingly those payments 
may not comply with wage reporting and tax withholding requirements of those 
countries. However, the Company believes such payments are customary in the 
industry in the countries involved, and the Company deems them to be essential 


18 




to its ability to retain these skilled employees. The Company is exploring 
alternative methods of adequately compensating its foreign employees which do 
not involve such unreported payments .* 

As a convenience to its employees traveling abroad on Company 
business, the Company from time to time in the past utilized cash from the 
trading account to reimburse such employees for small amounts of travel 
expenses, and in one instance for payment of a travel allowance. During 
fiscal 1977 a total of $2,150 was paid in travel expenses from the account, 
all of which the Company believes was properly authorized and documented, and 
no travel allowances were paid. In order to centralize and control accounting 
for all travel expenses, payment of travel expenses or allowances from the 
account has been discontinued. 

The former treasurer characterizes the foregoing activities in 
this trading account as "improper" which characterization the Company rejects 
since the Company engaged in these activities for the benefit of the Company. 
Prior to the former treasurer's allegations, the foregoing activities relating 
to the trading account were known generally by those senior corporate officers 
of the Company who are also directors, with the exception of Marvin Rubin, but 
none of the outside directors and no other director who was not a senior 
corporate officer knew of such activities prior to April, 1976. 

Political Contribution Reimbursements . The former treasurer alleged 
that some senior officers of the Company were from time to time reimbursed for 
certain political contributions. The Company has previously disclosed pub¬ 
licly that prior to April, 1972, an aggregate amount not exceeding $20,500 was 
withdrawn from the foreign trading account described above and used to reim¬ 
burse some officers and directors of the Company for political contributions 
previously made on behalf of the Company. Such transactions may have been a 
violation of Federal or state law, but the practice was discontinued in 1972, 
and no sums have since been used from the trading account or any other source 
for such purposes. The former treasurer nevertheless claims that some senior 
officers were reimbursed for political contributions in 1973 and perhaps other 
years through their bonuses. Such officers deny any such reimbursements, and 
the Company had discovered no records or documents which substantiate this 
claim. Accordingly, the Company believes the claim to be untrue. 

The Company's policy prohibits any payments to or reimbursements of 
officers, directors or employees for political contributions, and adherence to 
that policy is monitored by management by questionnaires to all directors, 
officers, and salaried employees. The following present directors of the 
Company did not know or participate in any of the $20,500 in political contri¬ 
bution reimbursements: James W. Aston, Trammell Crow, Dean P. Guerin, George 
Heald, Sr., Stanley H. Karotkin, Philip H. Milner, Marvin Rubin, Joseph L. 
Shapiro, and Sam G. Winstead. 


* The Company is additionally reviewing its arrangements 
foreign country which accommodate a foreign business associate to 
whether the arrangements involve any potential noncompliance with 
exchange controls or other local laws. 


in one 

determine 

foreign 
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The Ad Hoc Committee investigation indicates that the remaining present 
directors of the Company and three former directors knew of and participated 
in the reimbursements. The interim report of the Ad Hoc Committee reflects 
that all recipients have agreed to reimburse the Company for all such amounts 
rece ived. 


Employee Loans . The former treasurer also claims that various 
loans made by the Company to certain officers and employees are "improper" 
which the Company denies. The Company 1 s loans to employees, and in isolated 
instances to officers, have all been properly and accurately recorded in the 
Company's employee loan account, and with few exceptions not involving officers 
have been periodically repaid on a reasonable and agreed basis. Such loans 
have been made when an employee has a personal need which, in the opinion of 
management, requires Company assistance, or when the employee's need arises 
from the requirements of the employee's job, such as relocation expenses. 

During the fiscal year ended March 31, 1977, only one loan was made to a 
corporate officer (not a member of senior management) and the amount of that 
loan was less than $10,000. In the past none of the borrowers have been 
charged interest. However, the Company's Board of Directors recently adopted 
a formal policy and procedure with respect to such loans which provides that 
interest will be charged on all personal loans except those arising out of 
the requirements of the employee's job. 

Military Exchange Gifts . Another unfounded allegation by the 
former treasurer was that the Company's Sugerman Division has in the past 
made cash payments to personnel of military Post Exchanges to induce pur¬ 
chases from the Division of military insignia and related items. The Company 
does not believe any such cash payments were made, although the Division fol¬ 
lowed a policy through 1975 of distributing gifts of cheese, turkeys or steaks 
from time to time to employees at various military bases, and, in addition, 
assisted various civilian and military PX personnel in obtaining jewelry and 
furniture from other Company divisions at cost or below retail prices. Prior 
to disclosure none of the present senior officers or directors of the Company 
were aware of this practice. It has now been discontinued, and the foregoing 
information has been voluntarily disclosed to the army and air force exchange 
services which have taken no action against the Company. 

State and Local Sales and Property Taxes . The former treasurer has 
also claimed that the Company's past handling of State and local sales and 
property tax returns in some instances did not properly reflect required in¬ 
formation. The Company files such returns in all states and in numerous cities 
and counties. Such returns are prepared by several departments within the 
Company, including the office of the Secretary, and involve compliance with 
complex, differing requirements imposed by the numerous taxing authorities. 
Company procedures have been based upon widely followed practices in the sub¬ 
mission of such returns, and have developed from many years' dealings with 
these State and local taxing authorities. 

Other . Other charges not related to income taxes or the foregoing 
described activities were made by the former treasurer which the Company, after 
review, considers immaterial since they relate to routine disputes with govern¬ 
ment agencies, involve insignificant amounts, or do not involve allegations 
against senior management. 
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SECURITIES AND EXCHANGE COMMISSION INVESTIGATION 


Due to the former treasurer’s allegations, the Securities and 
Exchange Commission on August 11, 1976, authorized its staff to conduct a 
private investigation to determine whether the Company, its management and 
others had violated federal securities laws. The Company believes that the 
investigation conducted by the Fort Worth Regional Office of the SEC has been 
completed, although the SEC staff has not formally advised the Company or 
any of its management of the staff's conclusions or recommendations to the 
Commission. The Company anticipates, however, that the staff will recommend 
that the SEC bring an enforcement proceeding against the Company and certain 
of its senior management seeking, among other things, to enjoin future viola¬ 
tions of the federal securities laws. Until the SEC staff discloses to the 
Company the nature of any complaint and the extent of relief sought by the SEC, 
the Company is unable to determine its response. The Company denies that any 
of its public disclosures or filings with the SEC were made with an intent to 
deceive or defraud, and it may be necessary for the Company to litigate the 
SEC allegations. The Company believes that any enforcement proceeding which 
the SEC may bring against the Company will not have a material adverse effect 
upon its business or financial condition. 


SHAREHOLDER LITIGATION 

Harry Lewis v. Ben A. Lipshy, et al , CA-3-76-1142-C, was filed in 
the United States District Court for the Northern District of Texas, Dallas 
Division, on August 27, 1976, as a derivative action by a purported stockholder 
against the Company and certain present and former officers and directors. It 
essentially repeats allegations made by the Company's former treasurer in al¬ 
leging various causes of action and seeking, among other relief, unspecified 
monetary damages, attorney's fees, costs, removal of the present directors, in¬ 
junctive relief and an accounting. The plaintiff is still under a court order 
to file an amended complaint, and discovery is in its initial stages. Since 
this is a derivative action and any recovery should inure to the benefit of 
the Company, the Company does not believe it will incur any material liability. 

Abraham Stern, et al v. Zale Corporation, et al . Index No. 18476/76, 
was filed in the Supreme Court of the State of New York, County of Westchester 
by three stockholders or former stockholders as both a class action and a deri¬ 
vative action against the Company, its present and former officers and directors, 
and its then present auditor. The class action claims are purportedly brought 
on behalf of a broad class of purchasers, sellers and holders of common stock 
over several years during and after commission of alleged wrongful acts. This 
complaint, which as served on the Company on December 9, 1976, also essentially 
repeats the allegations of the former treasurer, and seeks, among other relief, 
actual and punitive damages based on several different legal theories set forth 
in the complaint. Although the complaint is not clear as to how Plaintiffs 
compute their alleged damages, the Company has been advised by its counsel that 
Plaintiffs claim damages of $10 million derivatively on behalf of the Company 
against the present and former officers and directors of the Company, and 
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damages of $10 million on behalf of the class against all the defendants. The 
complaint also seeks punitive damages of $30 million against all defendants. 

The Company and the other defendants initially responded to the complaint with 
various dismissal motions based on forum non conveniens , jurisdictional and 
other grounds. The Court recently sustained the motions on the forum non 
conveniens grounds, and an order dismissing the action as to all defendants 
should be entered by the Court in the near future. Plaintiffs have not yet 
indicated whether they will appeal this dismissal, 

Leonard E. Friedman v, Zale Corporation, et al , C. A. No. 76-11-1889, 
was filed in the United States District Court for the Southern District of Texas, 
Houston Division, on November 12, 1976, against the Company, its Chairman of the 
Board and its President, and also against the Company's former treasurer, as a 
class action purportedly brought on behalf of all purchasers and/or sellers of 
the Company's common and preferred stock during the period beginning January 1, 
1976, until such time as the Company files restated financial statements at some 
future date (subsequently amended to include purchasers or acquirers during the 
period who sustained damages by selling such stock or those who sustained damages 
by continuing to hold such stock at reduced market value) . The suit claims 
damages resulting from alleged federal securities law violations in that the 
Company's financial statements allegedly failed to accurately reflect the 
Company's income tax liabilities and alleged improper use of Corporate funds. 
Among other relief, plaintiff seeks actual damages which may exceed $10 million 
plus interest, costs and unspecified treble and/or exemplary damages. The de¬ 
fendants, including the Company, have filed motions seeking to transfer the 
case to the Northern District of Texas, and have filed answers denying the 
material allegations of the complaint. The Court has recently granted the 
Motion to Transfer and ordered the suit transferred to the Northern District 
of Texas. The litigation is in early stages of discovery, and therefore the 
Company is unable to assess the possible outcome of the litigation or its 
effect on the Company's financial position. 

B. OTHER REGULATORY AGENCY REVIEWS 

U. S. Customs. On May 20, 1977, the Company voluntarily disclosed 
to the U. S. Customs service that certain of the Company's past customs trans¬ 
actions raised questions with regard to the dutiable values of merchandise 
imported into the United States. These questions arose in connection with the 
Company's internal audit of its import transactions utilizing the services of 
outside customs counsel. The Company and its customs counsel are uncertain at 
this time of all of the potential ramifications, although any potential duty 
liabilities appear to be the result of inadvertence and not to be deliberate. 

In view of the high volume of customs entries it is unlikely the Company will 
be able to complete its analysis for several months to determine whether it 
will have any liability for additional customs duties, and if so, how much 
that liability might be. Management believes, however, this matter will ulti¬ 
mately be resolved without any material liability. 

Federal Maritime Commission . By letter dated September 15, 1976, 
the Federal Maritime Commission notified the Company that it has developed in¬ 
formation which indicated that the Company may have violated provisions of the 
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Shipping Act of 1916 by receiving rebates of a portion of its ocean freight 
expenses. The Company is voluntarily cooperating with the Commission in seek¬ 
ing an early resolution of the matter and is hopeful that the matter can be 
disposed of by a compromise of civil penalties. The Company believes all re¬ 
bates received for a number of years have been reflected in its accounts and 
inured to its benefit and that any penalties resulting from such proceedings 
will be insignificant. The present and past Chairmen of the Board of Directors 
were generally aware that the Company was receiving these rebates, but such 
practices were not known by any other directors. 


C . OTHER LITIGATION 

Levit's Jewelers, Inc., et al, v. Gordon Jewelry Corporation, et al , 
C. A. No. 75-H-1723, was filed in the United States District Court for the 
Southern District of Texas, Houston Division, on October 9, 1975, by two local 
Houston jewelers against Gordon Jewelry Corporation, Zale Corporation, certain 
of their respective subsidiaries and seven Houston shopping centers alleging 
the Defendants had conspired to restrain trade in violation of certain pro¬ 
visions of the antitrust laws by precluding them from operating outlets in the 
shopping centers. Plaintiffs ask for an injunction restraining such violation, 
monetary damages in the amount of approximately $22,500,000 trebled, costs and 
attorney's fees. All shopping center defendants have been dismissed from the 
action. Although the Company has not reached a final dispostion of the matter, 
based on opinion from outside legal counsel it is management's opinion that the 
ultimate liability, if any, resulting from the litigation will not materially 
affect the financial statements of the Company. 

Mexic Bros., Inc, d/b/a/ Mexic Bros. Jewelers v. Zale Corporation, 
et al , C. A. No. 76-3547, was filed in the United States District Court for 
the Eastern District of Louisiana, New Orleans Division, on November 15, 1976, 
by a New Orleans jeweler against the Company, certain subsidiaries and two New 
Orleans shopping centers, alleging conspiracy to violate certain provisions of 
the antitrust laws by denying Plaintiff the right to do business in such shop¬ 
ping centers. Among other relief, Plaintiff prays for actual and treble dam¬ 
ages totaling $42,850,818 plus costs and attorney’s fees and injunctive relief. 
Although discovery in this proceeding is still at an early stage, based on 
opinion from outside legal counsel it is management's opinion that the ultimate 
liability, if any, resulting from the litigation will not materially affect 
the financial statements of the Company, 

Pat Furlong, et al v, Zale Corporation and Skillern Beverages, Inc. , 
C. A. No. 3-76-1667-F, was filed in the United States District Court for the 
Northern District of Texas, Dallas Division, on December 30, 1976, as a class 
action suit brought by the Plaintiff on his behalf and others who own or have 
owned retail liquor sales outlets in Dallas County, Texas, operated pursuant 
to Package Store Permits for any period of time from December 6, 1965, until 
the present. Plaintiff alleges that the Defendants conspired between them¬ 
selves to violate various provisions of the antitrust laws by fixing retail 
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prices in the retail liquor store outlets operated by Skillern's Beverages, 
Inc., and engaged in subterfuge ownership of retail liquor outlets which 
resulted in damages to the class. Among other relief, the Complaint requests 
actual damages in the amount of $2,640,000 trebled ($7,920,000), injunctive 
relief, costs and attorney's fees. The Company has denied the allegations 
charged in the complaint, has raised affirmative defenses and has filed a 
counterclaim alleging violation of the Sherman Act. Although discovery in 
this proceeding is still at an early stage, based on opinion from outside 
legal counsel it is management's opinion that the ultimate liability, if any, 
resulting from the litigation will not materially affect the financial state¬ 
ments of the Company. 

The Company is also a defendant in various other lawsuits arising 
in the ordinary course of its business. Such routine litigation will not 
have any material adverse effect on the Company. 
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Item 6: 


Increases and Decreases in Outstanding Securities and Indebtedness* 


a_. Increases and Decreases in the Amount of Equity Securities* 



Series A 
Preferred 

Common 

Class B 
Common 

Balance, March 31, 1976 

840,109 

8,602,005 

4,308,791 

Conversion of Series A Preferred 

(587) 

469 

— 

Conversion of Class B into Common 

— 

64,820 

(64,820) 

Stock Dividend 

— 

— 

119,278 

Balance, March 31, 1977 

839,522 

8,667,294 

4,363,249 


b. Increases and Decreases in the Amount Outstanding of Debt 
Securities and Indebtedness Previously Reported on 10-Q. 

In the Form 10-Q for the Three Months and Nine Months ended 
December 31, 1976, the Company reported obtaining a 40 million dollar six 
year loan with four of its principal line banks* In addition, the Company 
reported the loan on Form 8-K for the month of January, 1977 and attached as 
an exhibit a conformed copy of the loan agreement. 


Item 7 : Changes in Securities and Changes in Security for Registered Securities. 

Not Applicable. 

Item 8 : Defaults Upon Senior Securities. 

Not Applicable. 

Item 9 : Approximate Number of Equity Security Holders. 


( 1 ) ( 2 ) 

Number of Record 

Title of Class Holders 


Series A Preferred Stock 1,520 
Common Stock 12,294 
Class B Common Stock 280 


Item 10 : Submission of Matters to a Vote of Security Holders. 

Not Applicable. 
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Item 11, (a) and (b): List and business experience of Executive Officers. 


Morris B. Zale: Chairman Emeritus of the Executive Committee since 
January 1, 1977. Age 75. (He is the brother of William Zale, the 
father of Donald Zale and Marvin Zale, the brother-in-law of Ben A. 
Lipshy, and the uncle of Leo Fields, Bruce A. Lipshy and Lew D. Zale.) 

He served as Chairman of the Executive Committee from January 21, 1971 
until January 1, 1977, and served as Chairman of the Board from 1957 
until January 21, 1971. 

William Zale: Vice Chairman Emeritus of the Executive Committee 
since January 1, 1977. Age 73. (He is the brother of Morris B. Zale, 
father of Lew D. Zale, brother-in-law of Ben A. Lipshy and the uncle 
of Bruce A. Lipshy, Donald Zale and Marvin Zale.) He served as Vice 
Chairman of the Executive Committee from August 15, 1973 until 
January 1, 1977 and for more than 5 years prior to August 15, 1973 
served as Vice Chairman of the Board and Vice President. 

Ben A. Lipshy: Chairman of the Board and Chairman of the Executive 
Committee. Age 66. (He is the brother-in-law of Morris B. Zale and 
William Zale, the father of Bruce A. Lipshy and the uncle of Leo 
Fields, Donald Zale, Marvin Zale and Lew D. Zale.) He has served as 
Chairman of the Executive Committee since January 1, 1977, and has 
served as Chairman of the Board since January 21, 1971. He served 
as President from 1957 until January 21, 1971. 

Donald Zale: President and Chief Executive Officer and Director. 

Age 44. He has served as President and Chief Executive Officer since 
January 21, 1971 and for more than five years prior to becoming 
President and Chief Executive Officer served as Executive Vice 
President and in other executive capacities for the Company. 

Bruce A. Lisphy: Director and since January 1, 1977, Executive Vice 
President. Age 35. He served as Senior Vice President for Corporate 
Administration and Systems from August 11, 1972 to January 1, 1977 and 
from 1971 to 1972 was Vice President of the Company, and from 1965 
to 1972 practiced law in Dallas, Texas. 

Leo Fields: Director and since January 24, 1977, Group Vice President 
of Jewelry Marketing. Age 49. He served as Group Vice President for 
Jewelry Manufacturing from August 21, 1975 to January 24, 1977, and 
for more than five years prior to August 21, 1975, served as Group 
Vice President of Corporate Development and Group Vice President for 
Jewelry Divisions and in other executive capacities for the Company. 

Sol Hirsch: Group Vice President of Marketing - Specialty Group. 

Age 68. He has served as Group Vice President for Marketing - Specialty 
Group since March 1, 1975, and served as Senior Vice President for 
Mass Merchandising from April 1, 1972 to March 1, 1975, and for more 
than five years prior to April 1, 1972 served as Senior Vice President 
for Retail Marketing Divisions and as President of the Skillern Drug 
Division of the Company. 


26 



Marvin Rubin: Resigned on June 15, 1977, as Group Vice President 
of Jewelry Merchandising and Director, 

Marvin Zale: Director and since January 24, 1977, Group Vice 
President of Jewelry International* Age 47* He served as Group 
Vice President of Jewelry Distribution and Foreign Operations from 
August 21, 1975 to January 24, 1977 and for more than five years 
prior to August 21, 1975, served as Group Vice President of Jewelry 
Manufacturing and Foreign Operations and Group Vice President of 
Jewelry Manufacturing, Distribution and Foreign and in other execu¬ 
tive capacities for the Company* 

Donald G. Fitch: Senior Vice President of Real Estate and Property 
Development* Age 42. He has served as Senior Vice President of 
Real Estate and Property Development since August 11, 1972, and for 
more than five years prior to such date served as Vice President 
and in other executive capacities for the Company. 

Wayne Majors: Senior Vice President for Administration since 
January 1, 1977. Age 37. He served from August 1, 1975 to January 1, 
1977 as Vice President for Personnel and Sales Services. From April 1, 
1973 to August 1, 1975 he served as Vice President of Corporate 
Services and from April 1, 1971 until April 1, 1973 served as Assistant 
Vice President of Sales Promotion and Display. 

Richard F. Mitchell: Senior Vice President of Finance, Treasurer 
and Chief Financial Officer since October 1, 1976. Age 45. From 
December 30, 1974, until October 1, 1976 he served as Director and 
Senior Vice President - Finance and Treasurer of Rich's, Inc., a 
group of 20 department stores in Atlanta, Georgia. From 1970 until 
December 30, 1974 he was Executive Vice President of Waddell & Reed, 
Inc., a large financial services complex in Kansas City, Missouri. 

David C. Musslewhite: Senior Vice President and General Counsel since 
December 13, 1976. Age 40. He practiced law with the Houston firm 
of Fulbright and Jaworski from 1964 to 1967, and in private practice 
in Dallas from 1967 to 1976. He was a partner in the firm of Moore, 
Peterson, Bauer, Williams & Musslewhite prior to his appointment as 
Senior Vice President and General Counsel. 

Esir Wyll: Secretary. Age 64. He has served as Secretary since 
April 22, 1957 . 


Item 12 : Indemnification of Directors and Officers. 

The Company provides by contract errors and omissions insurance 
coverage for all officers and directors. Also, the Charter of the 
Company provides that each director, officer, and former director 


27 



and officer of the Company, and any person who may have served or 
who may hereafter serve at its request as a director or officer of 
another corporation in which it owns shares of capital stock or of 
which it is a creditor, is indemnified by the Company against ex¬ 
penses actually and necessarily incurred by him in connection with 
the defense of any action, suit or proceedings in which he is made 
a party by reason of being or having been such director or officer, 
except in relation to matters as to which he shall be adjudged in 
such action, suit or proceeding to be liable for negligence or mis¬ 
conduct in the performance of duty. 

The Company is advancing on an interim basis legal and related 
expenses incurred by its present and former officers and directors 
(with the exception of the Company's former treasurer) in defense 
of various lawsuits, including shareholder litigation, and other 
proceedings in which they are personally involved. The individuals 
have agreed to reimburse the Company for the amount of all such 
advances if they are ultimately determined not to be entitled under 
the Charter to be indemnified. 


Item 13 : Financial Statements, Exhibits Filed, and Reports on Form 8-K. 

(a) Documents filed as a part of this Form 10-K. 

1. Financial statements 

See the Index to the accompanying Financial Statements 
and Schedules. 

2. Exhibits 

Exhibit M A M is a calculation of earnings per share. 

The Company has previously filed with the Commission all of the 
following Basic Documents: 

Charter, Amendments to the Charter, Proof of Final Payment, 
Certificate of Issuance of Shares, Adoption of Texas Business 
Corporation Act, Restated Articles of Incorporation, Articles of 
Merger, Restatement of Resolution Establishing and Designating 
Series of Shares, By-Laws, specimen copies of Zale Corporation 
stock registered pursuant to Section 12 and specimen copies of 
Class B Securities which are not registered pursuant to Section 12. 

(b) Reports on Form 8-K filed after December 31, 1976. 

1. A Form 8-K was filed for the month of January, 1977 report¬ 
ing the Company 1 s obtaining a $40 million loan agreement with 
four of its principal line banks. 


28 



2. A Form 8-K was filed for February, 1977 reporting the 

Company's sale of assets of the Levine Store Division to The 

Lamson Brothers Company. 

3. A Form 8-K was filed for March 4, 1977 (Date of Earliest 
Event Reported) reporting the termination of the Company's 
audit relationship with Touche Ross & Co. 

4. A Form 8-K was filed for the month of April, 1977 report¬ 
ing the Company's engagement of Arthur Andersen 6c Co. as the 

Company's independent public accountant. 

5. A Form 8 was submitted on April 13, 1977 amending the 
Form 8-K for March 4, 1977, by attaching as Exhibit A the 
letter from Touche Ross 6< Co. addressed to the Securities 
and Exchange Commission as required by Item 4(d) of Form 8-K. 
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Part II, Item 14: 


Principal Security Holders and Security Holdings of Management at March 31, 1977. 




Series 

A 



Class 

B 



Preferred 

Stock 

Common 

Stock 

Common 

Stock 

Name and 

Type of 

Shares 

Percent 

Shares 

Percent 

Shares 

Percent 

Address 

Ownership 

Owned 

of Class 

Owned 

of Class 

Owned 

of Clas: 

Morris B. Zale 

Record and Benefi¬ 



2,016 

.02 

461,526 

10.58 

3000 Diamond Park 

cially 







Dallas , Texas 

Beneficially only 



2,616 

.03 

49,042 

1.12 

William Zale 

Record and Benefi¬ 



91,226 

1.09 

468,897 

10.75 

3000 Diamond Park 

cially 







Dallas, Texas 

Beneficially only 



27,444 

.33 

241,861 

5.54 

Directors and Officers 

as a group* 

148,951 

17.74 

540,030 

6.42 

2,514,636 

57.63 

(40 Persons) 









Morris B. Zale, William Zale, Ben A. Lipshy, Abe Zale, Leo Fields, Donald Zale, Marvin Zale, Bruce A. Lipshy, Harry Lips 
and Lew D. Zale, their respective wives, children, grandchildren and certain family foundations, as a family group, owned o 
record and beneficially a total of 1,079,091 shares (12.83%) of Common Stock, and 3,388,492 shares (77.66%) of Class B Comm 
Stock, or 32.83% of the Company's voting securities outstanding on that date. In addition, the Zale Profit-Sharing Trust, 
of which Lew D. Zale, Leo Fields and Marvin Rubin** are three of the five trustees, owned of record and beneficially 393,85 
shares (4.68%) of Common Stock and 1,700 shares (.20%) of Series A Preferred Stock, or 2.91% of the outstanding voting 
securities . 

* The amounts exclude 30,535 shares of Common Stock which may be acquired through presently exercisable options at pric 
in excess of market value. 

** Resigned as Trustee of the Zale Profit Sharing Trust, Group Vice President of Jewelry Merchandising and Director on 
June 15, 1977. 
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Item 15: 


Directors of the Company* 


The term of all Directors expires on the date of the next annual 
meeting of stockholders. 

Ben A. Lipshy: Chairman of the Board of Directors since January 21, 

1971 3 and Chairman of the Executive Committee since January 1 , 1977. 
Prior to January 21, 1971, he served for a period in excess of five 
years as President of Zale Corporation. Mr. Lipshy has been a Director 
since 1951. His age is 66. 

Donald Zale: President and Chief Executive Officer of Zale Corporation, 
and has served in that position since January 21, 1971, and prior to 
that time he served as Executive Vice President and in other corporate 
capacities for Zale Corporation for a period in excess of five years. 

Mr. Zale has been a Director since 1967. His age is 44. 

Bruce A. Lipshy: Executive Vice President, has been employed by the 
Company since 1971 and was formerly Senior Vice President for Corporate 
Administration and prior to that Vice President of Administration. 

Mr. Lipshy has been a Director since February 28, 1974, and prior to 
joining the Company he was an attorney in Dallas, Texas. His age is 35. 

James W. Aston: Chairman of the Directors Executive Committee of 
Republic of Texas Corporation since June 1, 1977. Formerly Chairman 
of the Board of Directors of Republic of Texas Corporation, a bank 
holding company, and served in that position and as Chairman of the 
Board of Republic National Bank of Dallas for a period in excess of 
five years, Mr. Aston has been a Director since 1965. His age is 66. 

Trammell Crow: Partner of Trammell Crow Company, International Real 
Estate Investments and has been engaged for more than five years as a 
partner of that business. Mr. Crow has been a Director since 1973 
and is an experienced land developer. His age is 63. 

Leo Fields: Group Vice President of Jewelry Marketing of Zale Corpora¬ 
tion and has served in that position or in other executive positions 
with Zale Corporation for a period in excess of five years. Mr. Fields 
has been a Director since 1963. His age is 49. 

Dean P, Guerin: President of Eppler, Guerin & Turner, Inc., invest¬ 
ment bankers, and has served in that position for a period in excess 
of five years. Mr. Guerin has been a Director since 1957. His age 
is 55 . 

George Heald, Sr.: Vice President of Zale Corporation and Senior 
Executive Officer of the Butler Shoe Division of Zale Corporation and 
has served in these positions and in other executive positions with 
Zale Corporation for a period in excess of five years. Mr. Heald has 
been a Director since 1969 and is an experienced shoe retailer. His 
age is 67 . 
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Stanley H. Karotkin: President of the Home Furnishings Division 
of Zale Corporation, has been employed by the Company since January, 
1969, and from 1950 to 1969 served as Vice President of Karotkin 
Furniture Company in San Antonio. Mr. Karotkin has been a Director 
since 1973 and is an experienced furniture retailer. His age is 55. 

Philip N. Milner: Executive Vice President and Assistant to the 
President of Manufacturers Hanover Trust Company and has served in 
these positions or similar executive positions with Manufacturers 
Hanover Trust Company for a period in excess of five years. Mr. Milner 
has been a Director since 1972 and has served in executive capacities 
for Manufacturers Hanover Trust Company for more than twenty years. 

His age is 64. 

Marvin Rubin: Resigned as Group Vice President of Jewelry Merchan¬ 
dising and Director of Zale Coporation on June 15, 1977. 

Joseph L. Shapiro: President of the Butler Shoe Division, Zale 
Corporation, since April 1, 1974 and for a period in excess of five 
years prior to April 1, 1974, was Vice President of Merchandising, 
Buyer, District Manager and Store Manager of the Division. His age 
is 35. 

Sam G. Winstead: Partner in the law firm of Jackson, Walker, Winstead, 
Cantwell & Miller in Dallas, Texas, and has been a partner in that 
law firm for a period in excess of five years. Mr. Winstead has been 
a Director since 1971, and the law firm of which he is a partner has 
represented the Company as attorneys for more than ten years. His 
age is 65. 

LewD. Zale: Investments from April 1, 1976. Prior to April 1, 1976 
was Vice President of Special Services for Zale Corporation and served 
in that position and other executive positions of the Zale Corporation 
for a period in excess of five years. Mr. Zale has been a Director 
since 1963. His age is 47. 

Marvin Zale: Group Vice President of Jewelry International of Zale 
Corporation and has served in that position or other executive posi¬ 
tions for a period in excess of five years. Mr. Zale has been a 
Director since 1970. His age is 47. 

See also Item 5 ''Legal Proceedings 1 '. 
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Item 16: 


Remuneration of Directors and Officers. 


(a) (1) The following table reflects those Directors whose aggregate 
direct remuneration exceeded $40,000; and each of the three highest paid officers 
of the Company whose aggregate remuneration exceeded such amount: 


Name of Individual Capacity in Which Retnuneration 

was Received 


Aggregate Direct 
Remuneration 


Ben A. Lipshy 

Donald Zale 

Marvin Rubin* * 

Marvin Zale 

Joseph L. Shapiro 

Leo Fields 

Bruce A. Lipshy 
George Heald, Sr. 

Stanley H. Karotkin 


Chairman of the Board and Chairman 
of the Executive Committee 
President, Chief Executive Officer 
& Director 

Group Vice President of Jewelry 
Merchandising & Director 
Group Vice President of Jewelry 
International & Director 
President, Butler Shoe Division & 
Director 

Group Vice President of Jewelry 
Marketing & Director 
Executive Vice President & Director 
Vice President and Senior Executive 
Officer of the Butler Shoe Division 
& Director 

President, Home Furnishings Division 
& Director 


$ 192,500 

135,000 
139,000 
109,250 
105,000 

99.500 

87.500 

78.500 
58,000 


(a) (2) The following table reflects all directors and officers of 
the Company as a group and the aggregate remuneration therefor: 


Number of Persons 
in Group 


Capacities in which Remuneration 
was Received 


Aggregate Direct 
Remuneration 


42 Executive and Administrative $2,288,935 

* Resigned as Group Vice President of Jewelry Merchandising and Director on 
June 15, 1977. 
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Each Officer and Director responsible for an operational or sales division is 
awarded a bonus at the end of each fiscal year based on his particular divi¬ 
sion's results in meeting established sales and profit goals set forth at the 
commencement of the fiscal year. 

Those Officers and Directors responsible for the administrative, 
non-operational function of the Company participate in the bonus plan based 
on the Company's meeting established sales and profit goals set forth at the 
commencement of the fiscal year. 

(b) (1) and (2) The following table reflects all annuity, pension 
and retirement benefits proposed to be paid to the above persons in the event 
of retirement at normal retirement date pursuant to an existing plan or con¬ 
tributed to by the Company and any of its subsidiaries: 

Name of Individual or Amount Set Aside Amount Set Aside 

Identity of Group During Last Fiscal Year (1) to Date (2) 


Ben A. Lipshy 

$ 12,442 

$ 274,944 

Donald Zale 

8,725 

91,797 

Marvin Rubin* 

10,531 

107,482 

Marvin Zale 

8,277 

83,317 

Joseph L. Shapiro 

9,013 

41,205 

Leo Fields 

6,625 

87,359 

Bruce A. Lipshy 

5,978 

23,790 

George Heald, Sr. 

6,729 

39,621 

Stanley H. Karotkin 

1,499 

15,836 


All Directors and Officers 
as a Group (32 Persons 

Participating) $149,734 $1,282,481 


NOTES: 


(1) These amounts do not include income earned by the profit-sharing 
trust. Income earned by the profit-sharing trust for the Company’s last fiscal 
year for the following officers and directors is as follows: Ben A. Lipshy, 
$49,990; Donald Zale, $4,034; Marvin Rubin, $5,717; Marvin Zale, $4,434; Joseph 
L. Shapiro, $1,024; Leo Fields, $5,040; Bruce A. Lipshy, $576; George Heald, Sr., 
$1,035; Stanley H. Karotkin, $531 and for all officers and directors as a group, 
$174,990. 


(2) Company contribution and trust income for the period from the 
inception of the profit-sharing plan to date is as follows: Ben A. Lipshy, 
$896,650; Donald Zale, $155,100; Marvin Rubin, $217,938; Marvin Zale, $169,123; 
Joseph L. Shapiro, $46,177; Leo Fields, $189,467; Bruce A. Lipshy, $26,874; 
George Heald, Sr., $44,290; Stanley H. Karotkin, $20,780, and for all officers 
and directors as a group, $4,245,476. 


* Resigned as Group Vice President of Jewelry Merchandising and Director on 
June 15, 1977. 
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Each officer and director employed by the Company becomes eligible 
to participate in the Zale profit-sharing plan after one year of employment. 
Every participant receives a percentage contribution based upon total remunera¬ 
tion including bonus. The profit-sharing plan is available not only to these 
officers and directors employed by the Company but to other regular full time 
employees . 


Item 17 : Options Granted to Management to Purchase Securities. 


OPTIONS GRANTED DURING 

THE YEAR ENDED MARCH 31, 1977 : 

All Directors and Officers 
as a Group (4) 


Number of Average Option 

Shares Price Per Share 


11 ,000 


$15.90 


UNEXERCISED OPTIONS 
HELD AT MARCH 31, 1977: 


Marvin Rubin* 

10 , 500 

$19.21 

Joseph L. Shapiro 

4,500 

$19.89 

George Heald, Sr. 

3,000 

$19.42 

Stanley H. Karotkin 

4,500 

$18.94 

All Directors and Officers 
as a Group (27) 

63,385 

$19.02 


During the fiscal year ended March 31, 1977, no officers or directors 
exercised any options to purchase Zale Corporation Common Stock. 

* Resigned as Group Vice President of Jewelry Merchandising and Director on 
June 15, 1977. 
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Item 18 : Interest of Management and Others in Certain Transactions. 

1. Turnpike Distribution Center 

In 1970, the Company began purchasing tracts of land totaling approxi¬ 
mately 265 acres bordering the Dallas/Fort Worth Turnpike to provide for future 
expansion of its distribution and warehouse facilities. In order to best develop 
these tracts, the Company formed a limited partnership with Mr. Trammell Crow 
as general partner, and who is also an experienced land developer and a director 
of the Company. 

The Company has contributed portions of the tracts of property other 
than those used for its own distribution and warehouse facilities to the part¬ 
nership at cost. The partnership will not own, however, those tracts of land 
being developed by the Company for its own use for distribution and warehouse 
facilities . 


Profits and losses of the partnership will be shared 5G%/50%, provided, 
however, that the Company will receive 80% of the net cash flow until the Company 
has received back its costs in the land. The Company agreed to provide initial 
financing to the partnership in an amount not to exceed $1,250,000, with the 
interest rate 2% above the published prime rate in effect at the Chase Manhattan 
Bank, New York City, provided that the interest rate shall not exceed 10%. The 
general partner agreed to actively develop and manage the property and also 
agreed to arrange for or provide all additional working capital necessary to 
carry out the intent of the partnership. For management services the general 
partner is to receive 1% of the project costs as a construction fee and 3% of 
the gross annual rental receipts (excluding tenant payment of taxes, insurance 
and maintenance) as a management fee. Through March 31, 1977, the general 
partner has been paid $90,969 for construction and management fees. 

The general partner, to the extent necessary, is personally liable 
for all indebtedness of the partnership, and the Company's liability is limited 
to only the amount of its capital account resulting from cash advances and con¬ 
tributions of land. Under the terms of the limited partnership agreement, the 
general partner must have the Company's consent to sell more than 25% of the 
property or to borrow money on behalf of the partnership except for the develop¬ 
ment advances from the registrant and interim and/or long term construction loans, 
working capital loans, and temporary loans from the general partner as provided 
for in the agreement. 

The Company has contributed 51.2750 acres to the partnership and has 
loaned it $1,208,357, of which $807,265 has been repaid, with interest at an 
average rate of 9.33%. Neither the Company nor the general partner has received 
any funds from the cash flow. For the year ended March 31, 1977, the Corporation's 
share of the net loss of the Turnpike Distribution Center (for the year ended 


36 



December 31, 1976) was approximately §160,000. At March 31, 1977, the 
Corporation’s investment in the Turnpike Distribution Center was as follows: 


Original investment at cost 

$311,544 

Receivable due from Turnpike 
Distribution Center 

401,092 


$712,636 

Less accumulated losses 

(505 ,439) 

Net investment at March 31, 1977 

$207,197 

2. Skillern Beverages, Inc. 



The Texas liquor laws make it impractical for the Company to hold 
liquor licenses. Accordingly, the Company has entered into arrangements with 
Skillern Beverages, Inc., the sole shareholder of which is Ben A. Lipshy, 
Chairman of the Board and of the Executive Committee of the Company, under 
which the Company leases to Skillern Beverages, Inc. liquor store facilities 
and provides management assistance for the operations of fourteen package 
stores in locations adjoining Company owned drugstores. Mr. Lipshy has derived 
no appreciable benefits from his ownership of Skillern Beverages, Inc. and the 
terms and conditions of all arrangements between the Company and Skillern 
Beverages, Inc. are, in the judgment of the Board of Directors of the Company, 
fair and equitable to the Company and at least as favorable to the Company as 
those available from unaffiliated parties. At March 31, 1977, the Company was 
owed $461,427 by Skillern Beverages, Inc. for operating advances and allocation 
o f expenses. 


SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange 
Act of 1934, the Company has duly caused this report to be signed on its behalf 
by the undersigned, thereunto duly authorized. 

ZALE CORPORATION 


By: /s/ Richard P. Mitchell _ 

Richard F. Mitchell 

Senior Vice President - Finance, 

Treasurer and Chief Financial 

Officer 


June 28, 1977 
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ZALE CORPORATION AND SUBSIDIARIES 


INDEX TO 

FINANCIAL STATEMENTS AND SCHEDULES 


The following consolidated financial statements and schedules are 
included together with the reports of independent public accountants: 

Report of Independent Public Accountants - 1977 F-3 

Report of Independent Public Accountants - 1976 F-4 

Consolidated Balance Sheet - March 31, 1977 and 1976 F-5 

Statement of Consolidated Earnings - For the years 

ended March 31, 1977 and 1976 F-6 

Statement of Consolidated Shareholders 1 Investment - 

For the years ended March 31, 1977 and 1976 F-7 

Statement of Changes in Consolidated Financial 
Position - For the years ended March 31, 1977 

and 1976 F-8 

Notes to Consolidated Financial Statements - 

March 31, 1977 and 1976 F-9 

Supporting Schedules- 

Schedule II - Amounts receivable from officers 

and employees - For the years ended 

March 31, 1977 and 1976 F-25 

Schedule V - Consolidated property, plant and 
equipment - For the years ended 

March 31, 1977 and 1976 F-26 

Schedule VI - Consolidated accumulated amortization 
and depreciation of property and 
equipment - For the years ended 

March 31, 1977 and 1976 F-27 

Schedule XII - Reserves - For the years ended 

March 31, 1977 and 1976 F-28 

All other schedules are omitted because they are inapplicable, not 
required under the instructions, or the information is reflected in the con¬ 
solidated financial statements or notes thereto. 

The financial statements of the parent Company have been omitted 
for the reason that the Registrant is primarily an operating company. All 
subsidiaries included in the consolidated financial statements are majority 
owned, and minority interests and the portion of their long-term debt held 
by others that is not guaranteed by the Registrant is less than 5% of total 
consolidated assets. 
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Separate financial statements of unconsolidated subsidiaries or 
50 percent or less owned persons accounted for by the equity method have been 
omitted because such unconsolidated subsidiaries and 50 percent or less owned 
persons, considered in the aggregate as a single subsidiary, would not con- 
stitute a significant subsidiary. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS - 1977 


To the Board of Directors and Shareholders of Zale Corporation: 

We have examined the consolidated balance sheet of Zale Corporation 
(a Texas corporation) and subsidiaries as of March 31, 1977, and the related 
consolidated statements of earnings, shareholders' investment, and changes in 
financial position for the year then ended, and the consolidated supporting 
schedules (Schedules II, V, VI, and XII) for the year ended March 31, 1977. 

Our examination was made in accordance with generally accepted auditing stan¬ 
dards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 

As described in Note 8, the Internal Revenue Service is presently 
examining the Company's income tax returns for the years 1970 through 1975. 

The ultimate liability that may result from this examination is not presently 
determinable. Further, as described in Note 9, the Company is a defendant in 
shareholder class action suits. The ultimate liability of the Company relating 
to this litigation is not presently determinable. 

In our opinion, subject to the effects of the resolution of the 
matters referred to in the preceding paragraph, the financial statements 
referred to above present fairly the financial position of Zale Corporation 
and subsidiaries as of March 31, 1977, and the results of their operations 
and changes in financial position for the year then ended, and the supporting 
schedules for the year ended March 31, 1977, present fairly the information 
required to be set forth therein, all in conformity with generally accepted 
accounting principles consistently applied during the periods. 

The consolidated financial statements and supporting schedules for 
the year ended March 31, 1976, have been examined by other independent public 
accountants. However, as described in Notes 2 and 8, such financial statements 
as previously reported have been restated for reclassifications relating to 
discontinued operations and to reflect a $10 million income tax adjustment to 
retained earnings. In our opinion, such reclassifications and adjustment have 
been properly applied to the 1976 financial statements and supporting schedules. 


ARTHUR ANDERSEN & CO. 


Dallas, Texas, 
May 27, 1977. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS - 1976 


Board of Directors and Shareholders 
Zale Corporation 
Dallas, Texas 

We have examined the consolidated balance sheet of Zale Corporation and sub¬ 
sidiaries as of March 31, 1976, and the related consolidated statements of earnings, 
shareholders' investment and changes in financial position for the year then ended, and 
the consolidated supporting schedules (Schedules II, V, VI and XII) for the year ended 
March 31, 1976, Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 

As discussed in Note 8 to the financial statements for the year ended March 31, 
1977, the Company has made a provision of $10 million for settlement of certain income 
tax obligations, and has charged this amount to fiscal years 1973 through 1975. In addi¬ 
tion, as explained in Note 8, although the ultimate liability arising from the tax disputes 
is not presently determinable, the Company estimates a maximum posssible additional pro¬ 
vision of $40 million could be required in the future. Furthermore, as described in Note 9, 
the Company is a defendant in shareholder class actions which involve substantial claims 
as a result of events that allegedly occurred in 1976 and prior years. These actions all 
arose subsequent to the date of our report on the 1976 financial statements. As explained 
in Note 9, the outcome of this litigation is also not presently determinable. 

We have not examined the financial statements of Zale Corporation, and subsidiaries 
for any periods after March 31, 1976, and accordingly we are unable to express an opinion 
with respect to the determination of the $10 million minimum provision, the maximum possi¬ 
ble additional provision, and the treatment of these amounts in the Company's financial 
statements. Further, we are unable to express an opinion with respect to the amounts 
reclassified as discontinued operations in the accompanying financial statements for the 
year ended March 31, 1976. 

In our report dated May 14, 1976, our opinion on the March 31, 1976 financial 
statements contained a qualification as to the possible effect of the income tax disputes 
referred to in Note 8 relating to the income statements of the years ended March 31, 1975, 
and earlier. However, in view of our having been informed of the Company's estimate of the 
upper limit of the possible settlement amount, such effect could be material with respect 
to the Company’s financial position. Accordingly, for this reason and also because of the 
litigation described in the second paragraph above, our present opinion on the March 31, 

1976 financial statements, as presented herein, is different from that expressed in our 
previous report. 

In our opinion, subject to the effects of the ultimate resolution of the mat¬ 
ters described in the second paragraph, the aforementioned financial statements (before 
adjustment for the $10 million provision for income tax settlement and the reclassifica¬ 
tion of discontinued operations described above) present fairly the consolidated financial 
position of Zale Corporation and subsidiaries at March 31, 1976, and the results of their 
operations and changes in their financial position for the year then ended, in conformity 
with generally accepted accounting principles applied on a basis consistent with that of 
the preceding year. Furthermore, it is our opinion that the supporting schedules (before 
the reclassification of discontinued operations described above) for the year ended March 31, 
1976, present fairly the information therein set forth. 


Dallas, Texas TOUCHE ROSS & CO. 

May 14, 1976 

June 17, 1977 as to the subsequent events described in the second paragraph above. 



Z ALE CORPORATION AND SUEo LDI AR1E_S 


CONSOLIDATED BALANCE SHEET 
MARCH 31„ 197 7 AND ! 976 



March 

11 , 


March 

31 , 

ASSETS 

197? 

1976 

LIABILITIES AND SHAREHOLDERS' INVESTMENT 

1977 

1976 

CUftKhMT ASSETS: 

Cash 

Trade receivables 

Less- Allowance for losses on 
collection 

$ 13,547,000 
99,202,000 

2,000,000 

TNotTTT 

$ 13,616,000 
99,311,000 

1 ,381,000 

CURRENT LIABILITIESr 

NoLei payable (.Note 7)- 
Commerciai paper 

Other short-term debt 

$ 

21,599,000 

$ 17,250,000 

20,397,000 


21,599,000 

40,685,000 

3,290,000 

1i .052,000 
8,133,000 
2,017,000 

l i -,n rvnn 

'll k/. i nr&fi 

Other receivables 

Merchandise inventories (Note 11 

Prepaid expenses 

9b ,402,000 

4 ,802,000 
282,002,000 
659,000 

97,430,000 

3,226,000 

241,507,000 

643 ,(;00 

Accounts payable 

Accrued payro1L 

Other accrued expenses 

Taxes, other than income taxes 

Dividends payable 

Income taxes (Note 8)- 
Currently payable 

Defer red (Note LJ 

Current portion of long-term debt 

J / > D 4 f , UUU 

42,819,000 
4,174,000 
8,158,000 
6.389,000 

1 H8S 000 

Total current assets 

098,012,000 

356,422,000 





11 , J JU j, i/u u 

22 ,283,000 

3,144.000 

la,I4j j JUV 

21 ,051 ,000 
2,983,000 




Total current 1 iab L 1itlys 

123,755,000 

143,274,000 

ASSETS OF DISCONTINUED OPERATIONS (More Ij 

1,300,000 

19,720,000 

LONG-TERM DEBT (Note 3) 

57,312,000 

20,697,000 

OTHER ASSETS (Note 1) 

18,828,000 

17,377,000 

COMMITMENTS AND CONTINGENCIES (Notes 6, 8 
and 9) 



PROPERTY AND EQUIPMENT, sl cost (Notes 1 and 3): 
Land 

Buildings and leasehold iraprovements 

Fixtures and equipment 

Construction in progress 

4,712,000 

77,078,000 

49,567,000 

2,065,000 

4,929,000 

63 ,916,000 
44,499,000 

3,794,000 

SHAREHOLDERS' INVESTMENT: 

Capital stock (Notes 4 and 5)- 

Series A cumulative preferred, par 
value SI a share (preference 
on liquidation $25,186,000 and 
$25,203,000, respectively) 

Common, par value $1 a share 

Class B common, par value $1 a share 
Additional paid-in capital 

Retained earnings (Notes 3 and 8) 

840,000 

8,667,000 

4,363,000 
105,116,000 
212,218,000 

640,000 
8,602,GOG 
4,309,000 
103,470,000 
195,712,000 


133,422,000 

43,210,000 

117,118,000 

39,602,000 

Less- Accumulated amortization 
and depreciation 

Less - Common stock in treasury, at cost 

331,204,000 

6,419,000 

312,933,000 
5,82-1,000 


88,2 12,000 

77,536,000 

324,785,000 

307,104,000 

$506 ,352,000 

$471,255,000 

$506,552,000 

$47 1,255 ,000 


are an integral pare of this balance sheet. 
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ZALE CORPORATION AND SUBSIDIARIES 


STATEMENT OF CONSOLIDATED 
FOR THE YEARS ENDED MARCH 31 , 

EARNINGS 

1977 and 1976 


REVENUES : 

1977 

1976 

(Note 2) 

Net sales 

$677,827,000 

$595,802,000 

Other (Note 1) 

5,415,000 

4,863,000 

COSTS AND EXPENSES; 

Cost of goods sold (including buying 

683,242,000 

600,665,000 

and occupancy expenses) 

Adrainistrative , publicity and selling 

434,712,000 

383,368,000 

(Note 1) 

175,784,000 

147,624,000 

Interest (Notes 3 and 7) 

Contribution to employees 1 profit 

5,747,000 

4,997,000 

sharing plan (Note 1) 

4,288,000 

4,350,000 


620,531,000 540,339,000 


EARNINGS FROM CONTINUING OPERATIONS 

BEFORE INCOME TAXES 

62,711,000 

60,326,000 

INCOME TAXES (Notes 1 and 8) 

29,518,000 

27,939,000 

NET EARNINGS FROM CONTINUING OPERATIONS 

33,193,000 

32,387,000 

DISCONTINUED OPERATIONS, net of income 
tax effect (Note 2): 

Earnings (loss) from discontinued 
operations 

Net loss from disposal of discon¬ 
tinued operations 

(961,000) 

(4,331,000) 

397,000 


(5,292,000) 

397,000 

NET EARNINGS 

$ 27,901,000 

$ 32,784,000 

PRIMARY EARNINGS (LOSS) PER SHARE (Note 1): 
Continuing operations 

Discontinued operations 

$2.48 

(.40) 

$2.44 

.03 

Net earnings 

$2.08 

$2.47 


The accompanying notes are an integral part of this statement. 
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ZALE CORPORATION AND SUBSIDIARIES 


STATEMENT OF CONSOLIDATED SHAREHOLDERS' INVESTMENT 
FOR THE YEARS ENDED MARCH 31, 1977 AND 1976 



Capital 

Series A 
Preferred 

Stock (Notes 

Common 

4 and 5) 

Class B 
Common 

Additional 

Paid-In 

Capital 

Retained 

Earnings 

Treasury 

Stock 

BALANCE, March 31, 1975, as previously reported 

$905,000 

$8,494,000 

$4,290,000 

$103,574,000 

(Note 3) 

$183,456,000 

$8,363,000 

Prior period adjustment for income taxes (Note 3) 

- 

- 

- 

- 

(10,000,000) 

- 

BALANCE, March 31, 1975, as restated 

905,000 

8,494,000 

4,290,000 

103,574,000 

173,456,000 

8,363,000 

Net earnings 

- 

- 

- 

- 

32,784,000 

- 

Conversions of preferred and Class B common into common 

(65,000) 

108,000 

(56,000) 

13,000 

- 

- 

Cash dividends- 

Seriea A preferred 

_ 

_ 


_ 

(688,000) 

_ 

Common - $.79 a share 

- 

- 

- 

- 

(6,541,000) 

- 

Class B common - $.38 a share 

- 

- 

- 

- 

(1,628,000) 

- 

Stock, dividend - Class B common 

- 

- 

75,000 

1,593,000 

( 1,671,000) 

- 

Treasury stock purchases (21,532 shares) 

- 

- 

- 

- 

- 

479,000 

Treasury stock sold to employees (115,640 shares) 

- 

- 

- 

(1,710,000) 

- 

(3,013,000) 


BALANCE, March 31, 1976, as restated 

840,000 

8,602,000 

4,309,000 

103,470,000 

195,712,000 

5,829,000 

Net earnings 

- 

- 

- 

- 

27,901,000 

- 

Conversions of preferred and Class B common into common 
Cash dividends- 

~ 

65,000 

(65,000) 

- 

“ 

- 

Series A preferred 

- 

- 

- 

- 

(672,000) 

- 

Common - $.86 a share 

- 

- 

- 

- 

(7,194,000) 

- 

Class tt common - $.41 a share 

- 

- 

- 

- 

(1,764,000) 

- 

Stock dividend - Class B common 

- 

- 

119,000 

1,646,000 

(1,765,000) 

- 

Treasury stock purchases (32,900 shares) 

- 

- 

- 

- 

- 

590,000 


BALANCE, March 31, 1977 

$840,000 

$8,667,000 

$4,363,000 $105,116,000 $212,218,000 

$6,419,000 

Shares authori^ed- 

March 31, 1977 and 1976 

Shares Outstanding- 

3,000,000 

30,000,000 

12,000,000 


March 31, 1976 

840,109 

8,602,005 

4,308,791 

226,949 

March 31, 1977 

839,522 

8,667,294 

4,363,249 

259,829 


The accompanying notes a re in integral part of this statement. 
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2ALE CORPORATION AND SUBSIDIARIES 


STATEMENT OF CHANGES IN CONSOLIDATED FINANCIAL POSITION 
FOR THE YEARS ENDED MARCH 31, 1977 AND 1976 


1977 1976 





(Note 2) 

FINANCIAL RESOURCES WERE PROVIDED BY: 




Continuing operations- 




Net earnings from continuing operations 

$ 

33,193,000 

$32,387,000 

Amortization and depreciation 


11,727,000 

9,850,000 

Deferred income taxes (Notes 1 and 8) 


(1,258,000) 

(4,622,000) 



43,662,000 

37,615,000 

Discontinued operations (Note 2)- 




Net earnings (loss) from discontinued 
operations 

Decrease in assets of discontinued 


(5,292,000) 

397,000 

operations 


18,420,000 

1,881,000 



13,128,000 

2,278,000 

Increase in- 




Accounts payable, accrued liabilities 




and taxes other than income taxes 


1,622,000 

11,526,000 

Income taxes currently payable 

Decrease in- 



1,703,000 

Trade receivables, net 


1,028,000 

10,733,000 

Cash 


69,000 

- 

Additional long-term debt (Note 3) 


40,000,000 

- 

Class B common stock issued 


1,765,000 

1,668,000 

Treasury stock sold to employees 


- 

1,303,000 

Other 


— 

1,929,000 


$101,274,000 

$68,755,000 

FINANCIAL RESOURCES WERE USED FOR: 




Increase in- 




Cash 

$ 

- 

$ 4,535,000 

Merchandise inventories 


41,095,000 

24,232,000 

Decrease in- 




Notes payable 


16,048,000 

10,027,000 

Income taxes currently payable 

Additions to property and equipment, net 


6,595,000 

' 

of retirements 


19,638,000 

16,452,000 

Reduction of long-term debt 


2,924,000 

2,984,000 

Cash dividends 


9,630,000 

8,857,000 

Class B common stock dividends 


1,765,000 

1,668,000 

Other 


3,579,000 

— 


$101,274,000 

$68,755,000 


The accompanying notes are an integral part of this statement. 






















ZALE CORPORATION AND SUBIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
MARCH 31, 1977 AND 1976 


(1) ACCOUNTING POLICIES: 

Principles of Consolidation- 

The consolidated financial statements include the accounts of the 
Corporation and its wholly owned subsidiaries, except for its two insurance 
subsidiaries which are reflected on the equity basis. The investment in 
unconsolidated subsidiaries and joint ventures in which the Corporation has 
a 20-50% interest are classified as other assets in the consolidated balance 
sheet and the Corporation's share of net earnings therein are included in 
other revenues in the consolidated statement of earnings. All significant 
intercompany transactions between consolidated companies have been elimi¬ 
nated . 


Excess of Cost Over Equity of 
Acquired Companies- 

The unamortized excess of cost over equity in net assets of ac¬ 
quired companies is included in M Other Assets 11 ($2,595,000 and $3,137,000 
at March 31, 1977 and 1976, respectively). These amounts are being amor¬ 
tized over periods ranging from five to forty years. 

Merchandise Inventories- 


Inventories are stated at the lower of cost (first-in, first-out) 
or market, which, as to merchandise in stores, is determined in accordance 
with the retail inventory method. Inventories used in computing cost of 
goods sold were as follows: 


March 31, 1977 $282,602,000 

March 31, 1976 $241,507,000 

March 31, 1975 $217,275,000 

Property and Equipment- 

Buildings, fixtures and equipment are depreciated over their 
estimated useful lives, which range from three to forty years, using the 
sum of the years digit and straight-line methods. Amortization of lease¬ 
hold improvements is based on the shorter of the lives of the respective 
leases or the estimated useful lives of the improvements. 
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The original cost and related accumulated depreciation of fully 
depreciated property and equipment is removed from the accounts in the 
year such assets become fully depreciated. Gains or losses on disposi¬ 
tions of property and equipment are reflected in earnings in the year of 
disposal. 


Maintenance and repairs are charged to earnings and expenditures 
for betterments generally are capitalized. 

Earnings Per Share- 

Primary earnings per share are based on the average number of 
common and common equivalent shares outstanding during each year. For 
this purpose all classes of stock outstanding are considered to be common 
or common equivalents, and stock options are also included as common stock 
equivalents, if the effect on earnings per share is dilutive. The average 
number of common and common equivalent shares used in computing primary 
earnings per share were 13,357,819 shares in 1977 and 13,295,334 shares in 
1976. Fully diluted earnings per share are not shown since the dilutive 
effect is not material. 

Deferred Income Taxes and 
Investment Tax Credits- 

Deferred income taxes are provided on timing differences between 
income and expenses reported for financial statement purposes and tax pur¬ 
poses. The primary timing difference relates to gross profit from install¬ 
ment sales, which is included in income at the time of sale for financial 
reporting purposes but is deferred for Federal income tax purposes until 
the receivables arising from such sales are collected. 

Investment tax credits are reflected as a reduction of the pro¬ 
vision for income taxes in the year such credits arise. 

Customer Service Charges- 

Service charges on customer accounts of $13,518,000 and $14,541,000 
in 1977 and 1976, respectively, have been reflected as a reduction of admin¬ 
istrative, publicity and selling expense in the Statement of Consolidated 
Earnings. 

Profit Sharing Plan- 

The Corporation maintains a noncontributory profit sharing plan 
under which corporate contributions are made on a discretionary basis as 
authorized by the Board of Directors. Substantially all employees are eli¬ 
gible participants of the plan upon completion of one year of continuous 
service. 
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(2) DISCONTINUED OPERATIONS: 


In February, 1977, the Corporation decided to discontinue the 
operations of the Levine Store Division, which was engaged in budget fashion 
merchandising through 103 retail outlets, A summary of the results of op¬ 
erations of the Levine Store Division for 1977 and 1976, including the net 
estimated loss on the disposition of this division, is shown below: 



1977 

1976 

Net sales 

$29,556,000 

$39,092,000 

Cost and expenses 

31,404,000 

38,353,000 

Earnings (loss) before taxes 

(1,848,000) 

739,000 

Income tax (benefit) 

(887,000) 

342,000 

Net earnings (loss) from operations 

(961,000) 

397,000 

Net estimated loss on disposal of the 
Levine Store Division, including 
operating losses of $380,000 during 
the phase-out period, less income 
tax benefit of $4,296,000 

(4,331,000) 


Net earnings (loss) from discontinued 
operations 

$(5,292,000) 

$ 397,000 


The consolidated financial statements for the year ended March 31, 
1976, have been reclassified to reflect the discontinued operations on a 
consistent basis with the 1977 financial statements. 


(3) LONG-TERM DEBT: 


8-1/2% Bank Promissory Notes 
8-1/4% Promissory Notes 
5-1/4% Promissory Notes 
5% - 8-1/2% Real Estate Notes 


1977 1976 


$40 , 000,000 
16,800,000 
1,500,000 
2,656,000 


18,200,000 

2,850,000 

2,830,000 


Less- Current portion 


60,956,000 

(3,144,000) 


$57,812,000 


23,880,000 

(2,983,000) 


$20,897,000 
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During the year, the Corporation issued promissory notes aggre¬ 
gating $40 million to four banks at an annual interest rate of 8-1/2% 
through January 31, 1980, and at 122% of the banks' prime rate for the 
period February 1, 1980 to January 31, 1983* Interest is payable quar¬ 
terly beginning April 30, 1977. Principal payments are payable in eight 
equal quarterly installments of $5,000,000 beginning April 30, 1981 and 
ending January 31, 1983. 

The 8-1/4% promissory notes are payable in annual installments 
of $1,400,000, plus interest semiannually, through January 31, 1989. The 
5-1/4% promissory notes are payable in semiannual installments of $675,000, 
plus interest, through January 31, 1978. 

Among the requirements of the loan agreements are restrictions 
relative to limitations on debt, minimum working capital levels, guarantees 
on loans, and payment of dividends. At March 31, 1977, $62,000,000 of 
consolidated retained earnings were available for payment of dividends. 

The 5% - 8-1/2% real estate notes are payable in monthly install¬ 
ments and have maturity dates ranging from 1979 to 1989. Land and build¬ 
ings with a net book value of approximately $3,800,000 serve as collateral 
for this debt. 

The aggregate amounts of long-term debt maturities for the first 
five years following March 31, 1977, are: 1978 - $3,144,000; 1979 - 
$3,083,000; 1980 - $1,563,000; 1981 - $1,537,000; and 1982 - $21,523,000. 

(4) CAPITAL STOCK: 

Holders of Series A cumulative preferred stock are entitled to 
annual dividends of $.80 per share and in liquidation to receive $30 per 
share (plus unpaid dividends). The shares are convertible at any time into 
.80 shares (subject to adjustment under certain conditions) of common stock 
and may be called for redemption by the Corporation at $40 per share plus 
unpaid dividends. 

Class B common stock is convertible into common stock on a share- 
for-share basis and conversion of all such shares may be called for con¬ 
version at any time by action of the Board of Directors. 

Dividends may be declared on the common stock without dividends 
having been declared in that calendar year on the Class B common, but not 
conversely. The per share amount of any dividends declared in any calendar 
year on Class B common (whether in cash or shares of Class B common, or 
both) shall not exceed the amount of the dividends declared on each share 
of common in that same calendar year. The amount of any stock dividend shall 
be determined by the Board of Directors; and for the purpose of such deter¬ 
mination, the value of Class B common may be deemed equal to the market value 
of the common shares. 
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At March 31, 1977, the Corporation has reserved 5,676,140 com¬ 
mon shares for the following purposes; 

Conversion of- 

Series A preferred 671,618 

Class B common 4,363,249 


Stock option plan 


369,937 


Employee stock purchase plan 


271,336 

5,676,140 


(5) STOCK OPTION AND PURCHASE PLANS: 

The Corporation has a stock option plan which provides for the 
granting of options to officers and key employees to purchase common 
shares at 100% of the market price of such shares at the date of grant. 
Options are exercisable after three years from the date of grant but not 
more than five years after such date. 

The following is an analysis of shares available for grant and 
options outstanding during 1977 and 1976: 


Shares Options Outstanding 

Available - 

For Grant Shares Price Per Share 


Balance, March 31, 1975 

160,682 

209,405 

$18.00 

to 

$37.25 

Granted 

(119,600) 

119 ,600 

$18.00 

to 

$22.25 

Lapsed or cancelled 

21,830 

(21,830) 

$18.00 

to 

$37.25 

Exercised 

- 

(150) 

$18.00 

Balance, March 31, 1976 

62,912 

307,025 

$18.00 

to 

$37.25 

Granted 

(14,300) 

14,300 

$14.38 

to 

$17.25 

Lapsed or cancelled 

36 ,455 

(36,455) 

$18.00 

to 

$37.25 

Balance, March 31, 1977 

85,067 

284,870 

$14.38 

to 

$22.25 

Options exercisable at 






March 31, 1977 


162,570 

$18.00 

to 

$20.50 
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Other data with respect to this plan is as follows: 


OPTIONS OUTSTANDING 


Market Price at 


Number Option Price Date of Grant 

of - -- 



Shares 

Per Share 

Total 

Per Share 

Total 

YEAR OF GRANT: 
1977 

1976 

1975 

1974 

14,000 

107,800 

500 

162,570 

$14.38 - $17.25 
18.00 - 22.25 

18.00 

18.00 - 20.50 

$ 227,000 

2,422,000 
9,000 
2,928,000 

$14.38 - $17.25 
18.00 - 22.25 

18.00 

18.00 - 20.50 

$ 227,000 
2,422,000 
9,000 
2,928,000 


284,870 


$5,586,000 


$5,586,000 



OPTIONS WHICH BECAME EXERCISABLE 




Number 

of 

Shares 

Option 

Price 

Market Price 
Options Became 

at Date 
Exercisable 


Per Share 

Total 

Per Share 

Total 

YEAR: 

1977 

162,570 

$18.00 - $20.50 

i $2,928,000 

$15.50 - $17.00 

$2,721,000 

1976 

1,000 

$37.25 

$ 37,000 

$18.88 

$ 19,000 



OPTIONS EXERCISED 




Number 

Option 

Price 

Market Price 
Options Were 

at Date 
Exercised 


or 

Shares 

Per Share 

Total 

Per Share 

Total 

YEAR: 

1976 

150 

$18.00 

$ 3,000 

$21.63 

$ 3,000 


Amounts received from the exercise of options have been credited to 
capital accounts. No charges or credits have been made to earnings in connec¬ 
tion with these options. 

The Corporation has a General Employees' Stock Purchase Plan where¬ 
by employees may elect to subscribe to purchase from 5 to 100 common shares 
at 85% of market value at the subscription date. The Corporation records the 
remaining 15% of the market value of such shares as compensation expense, which 
was not significant in 1977 or 1976. 
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At March 31, 1976, 102,385 shares were subscribed at $17,85 per 
share. During 1977, as allowed by the Plan, all participants elected to 
withdraw from the Plan and have their deposits refunded. The Corporation 
did not offer subscriptions for the present plan year, accordingly, there 
were no purchase subscriptions outstanding at March 31, 1977, 


(6) LEASE COMMITMENTS: 

The Corporation leases most of its retail space under leases 
which range generally from five to fifteen years and which may contain 
renewal options for consecutive one- to five-year periods. The Corporation 
has few leases with noneancellable periods in excess of fifteen years, 
which, based on a recent review, is substantially less than the economic 
life of the leased properties. Based on this review, the Company has 
determined that the amount of financing leases are not significant. 

Rental expense relating to continuing operations included in 
the statement of consolidated earnings is as follows: 


1977 1976 


Retail space- 



Base minimum rents- 



Commitments beyond one year 

$22,859,000 

$19,410,000 

Commitments of one year or less 

4,359,000 

4,632,000 

Rentals based on sales 

6,102,000 

5,912,000 


33,320,000 

29,954,000 

Equipment rentals 

734,000 

928,000 


$34,054,000 

$30,882,000 

Future minimum rental commitments (exclusive of 

taxes, insurant 

and common area maintenance) as of March 

31, 1977, for all 

noncanceltable 

leases are as follows: 

Amount 


1978 

$25,711,000 


1979 

23,652,000 


1980 

21,405,000 


1981 

19,232,000 


1982 

17,458,000 


1983 - 1987 

65,091,000 


1988 - 1992 

27,525,000 


1993 - 1997 

4,503,000 


Thereafter 

813,000 
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(7) SHORT-TERM FINANCING AND COMPENSATING BALANCES; 


At March 31, 1977, the Corporation had $60 million of short¬ 
term lines of credit (of which $14 million was used) that was available 
for general corporate purposes or to support commercial paper. The lines 
generally require maintenance of compensating balances equal to 10% of the 
lines plus 10% of any portions that are used. The compensating balances 
are subject to withdrawal by the Corporation at its option. 

During fiscal 1977 and 1976, average short-term borrowings and 
interest rates were as follows: 

1977 


Average borrowings during the 

year $32,126,000 

Weighted average interest rate 

during the year 6.6% 

Highest level of borrowings at any 

month-end during the year $97,215,000 

Weighted average interest rate 

at March 31 6.3% 


(8) INCOME TAXES: 

1977 and 1976 Provision- 


The provision for taxes on income includes the following: 



1977 

1976 

Federal- 



Currently payable 

$26,684,000 

$29,587,000 

Deferred 

(1,891,000) 

(4,622,000) 

State 

Non U.S., including $633,000 

3,830,000 

2,818,000 

deferred in 1977 

895,000 

156,000 


$29,518,000 

$27,939,000 


1976 

$40,000,000 

6.7% 

$56,000,000 

5.9% 


A reconciliation between the provision for income taxes on con¬ 
tinuing operations and the tax computed at 48% of earnings from continuing 
operations before income taxes follows (dollar amounts are shown in thou¬ 
sands) : 
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1977 


1976 



Amount 

% 

Amount 

% 

Income taxes on earnings 
from continuing operations 
at 48% 

$30 j101 

48.0 

$28,956 

48.0 

State income taxes, net of 
Federal income tax benefit 

1,992 

3.2 

1,465 

2.4 

Tax exempt income of Puerto 
Rican subsidiaries 

(1,615) 

(2.6) 

(1,155) 

(1.9) 

Other items 

(960) 

(1.5) 

(1,327) 

(2.2) 

Provision for income taxes 

$29,518 

47.1 

$27,939 

46.3 


The Corporation operates two subsidiaries located in Puerto Rico 
with tax exemption grants expiring in 1986* 

Prior Years Under Exaraination- 

In February, 1976, the Company learned that the manner in which 
allocations of income and expenses were made among various corporate in¬ 
come tax returns filed in prior years was not in accordance with the 
Company’s established allocation methods. On February 16, 1976, the 
Company voluntarily disclosed this to the Internal Revenue Service (IRS), 
and the IRS Audit Division promptly commenced an examination of the 
Company’s Federal income tax returns for the years 1973 through 1975. 
Subsequently, the IRS Intelligence Division entered the examination, 
and the years 1970 - 1972 were included in the examination. Those years 
had previously been examined by the IRS, and because of applicable statutes 
of limitation, additional taxes cannot be assessed against the Company for 
those years unless the IRS establishes fraud in the filing of the returns 
for those years. 

Although the Company has not yet received an agent’s report or 
proposed deficiency notice of issues that may be asserted, the Company 
now recognizes that its minimum additional tax liability for 1973 through 
1975 is unlikely to be substantially less than $10 million, excluding 
penalties. Accordingly, an additional $10 million income tax reserve 
has been retroactively reflected in '’income taxes currently payable" and 
in beginning "retained earnings” in the 1976 financial statements. The 
$10 million provision effects amounts previously reported as follows: 
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1975 

1974 

1973 


(In thousands except for 
per share amounts) 

Income Taxes- 

Previously reported* 

As restated 

$24,583 

28,583 

$25,160 

27,660 

$19,125 

22,625 

Net Earnings- 

Previously reported 

As restated 

$30,140 

26,140 

$31,310 

28,810 

$26,797 

23,297 

Earnings Per Share- 
Previously reported 

As restated 

$ 2.30 

1.99 

$ 2.40 

2.21 

$ 2.05 

1.78 


*As reclassified to reflect the discontinued operations of the 
Levine Division. 

The ultimate probable liability relating to all potential 
issues that the IRS may raise is not presently determinable. Further¬ 
more, the ultimate outcome of the pending IRS examination will depend 
upon resolution of many complex legal and fact questions relating to 
the Federal tax returns of more than 800 subsidiary corporations (since 
fiscal 1976 the Company has filed a consolidated Federal income tax 
return, whereas in 1975 and prior years separate income tax returns 
were filed for the parent and each subsidiary). Based upon a pre¬ 
liminary analysis of issues which the Company anticipates could be 
asserted by the IRS, the Company now estimates the maximum additional 
tax liability for 1970 through 1975 will not exceed amounts presently 
recorded (Federal deferred income taxes of approximately $20 million 
plus the additional current liability of $10 million referred to in 
the preceding paragraph) by more than $40 million. This estimate 
assumes unfavorable resolution of all presently anticipated issues 
and the imposition of maximum penalties and interest; however, the 
Company intends to defend vigorously all issues and is hopeful of 
sustaining its position on major issues. 

Management believes that, under current accounting rules, 
any tax assessments in excess of amounts presently provided applicable 
to years 1970 through 1975 would be properly reflected as adjustments 
to previously reported earnings of such years. Management understands, 
however, that the applicable accounting rules and interpretations there¬ 
of may change, which could result in such excess amounts being charged 
to earnings of a future period. 

(9) LITIGATION AND REGULATORY AGENCY REVIEWS: 

Shareholder Litigation- 

During 1976, the Company's former treasurer made various 
allegations against the Company and some of its senior officers of 
improper conduct arising out of business activities of the Company, 
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including filing of Federal, state and local tax returns, foreign 
operations, loans to officers and employees, gifts to military exchange 
personnel, political contribution reimbursements, and other matters. 
(The Corporation has included a report of these matters in Item 5 of 
this Form 10-K.) These allegations are generally the basis of claims 
in three shareholder suits in which the Company and certain present 
and former officers and directors have been named as defendants. 


One of the shareholder suits is a derivative action and seeks 
various forms of relief, including damages on behalf of the Company. 

Since recovery, if any, will be for the benefit of the Company, manage¬ 
ment does not believe this action will have a material, adverse effect 
on the financial position of the Company. Another of the suits is a 
class action which seeks actual damages totaling in excess of $10 million 
and unspecified treble and/or exemplary damages against the Company and 
other named defendants. This suit is in the early stages of discovery 
and the Company is presently unable to assess its probable outcome or 
its effect, if any, on the financial position of the Company. In the 
final shareholder suit, which includes both a derivative and a class 
action claiming actual and punative damages of $40 million, the Court 
recently sustained motions of the defendants to dismiss, and an order 
dismissing the case as to all defendants should be entered by the 
Court in the near future. The Company does not know whether the 
plaintiff will appeal this dismissal. 


Antitrust Litigation- 


The Company is a defendant with various third parties in 
three separate antitrust suits. Two of these suits allege that the 
defendants violated certain provisions of the antitrust laws by deny¬ 
ing the plaintiffs the right to do business in certain shopping centers. 
The other suit alleges antitrust and Texas liquor 1 aw violations in 
connection with retail liquor operations in the Company's retail drug 
stores. The plaintiffs in these suits are seeking actual damages total¬ 
ing approximately $40 million, plus treble damages, from all defendants. 
Based on opinions from outside legal counsel, it is management's opinion 
that the ultimate liability, if any, resulting from such antitrust suits 
will not materially affect the financial statements of the Company. 


F-l 9 


Regulatory Agency Reviews- 

As a result of the above noted allegations by the Company's 
former treasurer, the Securities and Exchange Commission (SEC) is con¬ 
ducting an investigation to determine whether the Company, its manage¬ 
ment and others had violated the Federal Securities Laws. Although 
the SEC has not formally advised the Company or any of its management 
of its conclusions or recommendations, the Company anticipates that in 
the near future the SEC will bring an enforcement proceeding against 
the Company and certain of its senior management seeking, among other 
things, to enjoin future violations of the Federal Securities Laws. 

The Company believes that any enforcement action which the SEC may 
bring will not have a material adverse effect upon the Company 1 s 
business or financial position. 

The IRS examination of the Company's tax returns is dis¬ 
cussed in Note 8 above. The Company is also involved in other 
regulatory agency matters which management believes will not result 
in material adverse effects on the financial statements of the Company. 

(10) SUPPLEMENTARY PROFIT AND LOSS INFORMATION: 

The following amounts were charged to earnings for 1977 and 

1976: 


Maintenance and repairs 

Amortization and depreciation- 
Property and equipment 
Goodwill 

Taxes, other than income- 
Payroll 
Other 

Advertising 


1977 

1976 

$ 5,010,000 

$ 4,270,000 

$11,186,000 

541,000 

$ 9,613,000 
237,000 

$11,727,000 

$ 9,850,000 

$ 9,136,000 
$ 5,106,000 

$ 7,725,000 
$ 4,855,000 

$21,764,000 

$18,573,000 
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(11) QUARTERLY FINANCIAL INFORMATION (UNAUDITED): 


Summarized quarterly financial data for the year ended March 31, 
1977, is as follows: 


First Second Third Fourth 

Quarter Quarter Quarter Quarter 

(Unaudited) (Unaudited) (Unaudited) (Unaudited) 


Total 
For Year 




(In 

thousands, except per share 

data) 


Revenues 

§148,924 

§140,862 

§256,934 

$136,522 

§683,242 

Cost of goods sold 


97,374 

93,942 

157,176 

86,220 

434,712 

Net earnings (loss) from 
continuing operations 


6,567 

3,755 

22,924 

(53) 

33,193 

Loss from discontinued 
operations 


(312) 

(165) 

(248) 

(4,567) 

(5,292) 

Net earnings 

$ 

6,255 

$ 3,590 

$ 22,676 

$ (4,620) 

$ 27,901 

Earnings (loss) per 
common share- 







Continuing operations 

$ 

.49 

$ .28 

$ 1.72 

$ (.01) 

$ 2.48 

Discontinued operations 


(.02) 

(.01) 

( .02) 

( .35) 

(.40) 

Net earnings 

$ 

.47 

$ .27 

§ 1.70 

§ (.36) 

$ 2.08 


The above amounts relating to the first, second, and third quar¬ 
ters have been restated from amounts previously reported to reflect the 
discontinued operations of the Levine Division. 


(12) ESTIMATED REPLACEMENT COST INFORMATION (UNAUDITED): 

The replacement cost data presented below is furnished pursuant 
to Rule 3-17 of Regulation S-X which was announced by the Securities and 
Exchange Commission in Accounting Series Release 190. In that Release, 
the SEC cautioned investors and analysts against "simplistic use" of 
replacement cost information. The SEC has stated: 

"...there are substantial problems in determining 
an income effect...the data are not designed to 
be a simple road map to the determination of true 
income. In addition, investors must understand 
that due to the subjective judgements and the many 
different specific factual circumstances involved, 
the data will not be fully comparable among com¬ 
panies and will be subject to errors of estimation. 11 
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The Corporations management would also caution against com¬ 
puting a net income effect. No attempt has been made to measure the 
reduced operating costs which would result from improved operating 
efficiencies and the substantial investment tax credits that would be 
realized from the replacement of productive capacity. Additionally, 
other inflationary effects have not been presented, such as holding 
gains experienced by a borrower and holding losses resulting from 
holding cash, receivables, etc., in times of inflation, nor has addi¬ 
tional interest expense been considered if the Corporation should 
choose to borrow to finance the replacement of existing capacity. 
Accordingly, it is management's view that the replacement cost data 
presented below cannot be used alone to compute the total effect of 
inflation on net income as reported. 

The following replacement cost information for certain of 
the Corporation's assets has been estimated by management. Such in¬ 
formation does not purport to represent amounts at which the assets 
could be sold. Furthermore, the Corporation cautions that actual 
replacement of plant will take place over many years and decisions 
concerning replacement will be made in the light of economic, regu¬ 
latory and competitive conditions existing on the dates such deter¬ 
minations are made and could differ significantly from the assumptions 
on which the data presented below are based. 


Comparable 

Estimated 

Historical 

Replacement 

Cost 

Cost 

(in Thousands) 


MARCH 31, 1977: 

Inventories 

$282,602 

$286,500 

Property and equipment- 
BuiIdings 

Leasehold improvements 
Furniture, fixtures and 
equipment 

$ 19,153 
54,077 

49,567 

$ 39,502 
80,151 

66,796 

Gross property and 
equipment 

122,797 

186,449 

Accumulated depreciation 

44,563 

66,072 

Net property and 
equipment 

$ 78,234 

$120,377 
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YEAR ENDED MARCH 31 , 1977: 

Cost of goods sold, including 
buying and occupancy expense 

Depreciation for the year- 
included in cost of goods 
so Id 

Selling, general and 
administrative 


Comparable Estimated 

Historical Replacement 

Cost Cost 

(In Thousands) 


$434,712 $447,742 


$ 3,913 $ 6,943 

7,104 8,998 

$ 11,017 $ 15,941 


The tabulations below set forth historical cost amounts as 
reported in the accompanying consolidated financial statements and 
reconciles these totals to historical cost amounts for which replace¬ 
ment cost data has been provided. 



Gross 

Property/ 

Accumulated 

Net 

Property/ 

Depreciation 


Equipment 

Depreciation 

Equipment 

Expense 

PROPERTY AND EQUIPMENT: 

Totals as shown In accompanying 
consolidated financial 
statements 

$ 133,422 

(In Thousands) 

$ 45,210 $ 88,212 

5 11,186 

Amounts for which replacement 
cost data have not been 
provided- 

Land and construction-in- 
progress 

(6,777) 


(6,777) 


Capacity not to be 
replaced 

(3,848) 

(647) 

(3,201) 

(169) 

Amounts for which replacement 
has been computed 

$ 122,797 

$ 44,563 

$ 78,234 

$ 11,017 


=--===-=-= 

========== 

======== 

======== 


Replacement cost data for inventories and cost of sales were 
calculated by a method that takes into account the average inflation 
rate and the dates on which inventory was purchased, under the first-in, 
first-out method of costing inventories. Jewelry division inventories 
turn slower and are most subject to the effects of inflation. However, 
retail pricing policies are such that, generally, a standard gross profit 
is maintained. Because of the high inventory turnover of nonjewelry 
divisions, replacement cost of sales approximates that reported for 
financial accounting purposes. 
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Replacement cost of the Zale International Building (Home 
Office) and of warehouse and other commercial buildings was calculated 
using a published index to reflect current, higher construction costs 
for equivalent floor space. 

Replacement cost of furniture, fixtures, equipment and lease¬ 
hold improvements for selling locations was calculated by identification 
of applicable current costs for completing and furnishing prototype stores 
for each retail division, after giving effect to current merchandising 
philosophy, store size, and geographic locations. The retail productive 
capacity expressed in selling units by division was then multiplied by 
the average cost of such prototype stores. 

Replacement costs of printing equipment, computers, and related 
computer equipment is based on published current vendor price lists. 

Accumulated depreciation and depreciation expense related to 
replacement cost of assets were calculated as if on the straight-line 
depreciation basis, using the same estimated service lives as for 
financial accounting purposes. 
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SCHEDULE II 


ZALE CORPORATION AND SUBSIDIARIES 


AMOUNTS 

RECEIVABLE 

: FROM 

OFFICERS AND EMPLOYEES (NOTES 1 AND 

2 ) 



FOR THE 

YEARS 

ENDED MARCH 31 , 1977 

AND 1976 






Balance at 


Less 





Beginning of 


Amount s 

Balance at 

Name of Employee 



Period 

Additions 

Collected 

End of Period 

YEAR ENDED MARCH 31, J 976 : 







Jerrold Blumenthal 



$ - 

$92,964 

$ - 

$ 92,964 

Leon Davis 



- 

25,000 

25,000 

- 

Art Gardenswartz 



- 

30,000 

30,000 

- 

Allen Ginsberg 



33,200 

- 

200 

33,000 

Albert Hirsch 



27,000 

- 

5,500 

21,500 

Hershel Sedalnick 



- 

30,000 

30,000 

- 

Bernard Shipper 



222/000 

- 

7,000 

215,000 

Howard Weiser 



40,791 

6,821 

11,652 

35,960 

Sam Schudmak 



- 

20,000 

— 

20,000 

YEAR ENDED MARCH 31, 1977: 







Jerrold Blumenthal 



92,964 

2,831 

95,795 

- 

Leon Davis 



- 

30,000 

30,000 

- 

Allen Ginsberg 



33,000 

67,700 

25,000 

75,700 

Albert Hirsch 



21,500 

- 

5,500 

16,000 

Bernard Shipper 



215,000 

1,400 

5,000 

211,400 

Howard Weiser 



35,960 

3,000 

10,586 

28,374 

Sam Schudmak 



20,000 

- 

- 

20,000 

NOTES: (1) The above receivables which 

are classified as current 

assets in the consolidated balance sheet are i 

interest-bearing 

and have 

no specified terms of repayment, due date 

, or collateral 

except as desc 


below: 

Name Collateral 


Bernard Shipper 


Howard Weiser 


Fully col lateralized by assignment of 
2ale Corporation common stock and 
vested interest in Zale Profit 
Sharing Plan. 

Partially collateralized by assignment 
of Zale Corporation common stock, 
with a market value of approximately 
$12,600 at March 31, 1977. 


(2) The above loans were, in the opinion of management, made in the ordinary course of business. During 
these periods there were no amounts over $20,000 which were due from underwriters, promoters, 
directors, officers and principal holders of equity securities of the Corporation. 
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SCHEDULE V 


ZALE CORPOR A TION AND SUBSIDIARIES 

CONSOLIDATED PROPERTY AND EQUIPMENT 
FOR THE YE ARS ENDED MA RC H 31, 1977 AND 1976 



Balance, 

April L 

Additions 
at Cost 

Transfers- 
Const ruction 
in Progress 

Retirement s 

or 

Sales 

Other 

(2) 

Balance, 
March 31 

976 (1): 

Land 

$ 4,172,000 

$ 757,000 

$ 

$ 

5 

$ 4,929,000 

Buildings and leasehold 
improvements 

56,792,000 

1,819,000 

7,575,000 

(2,270,000) 

- 

63,916,000 

Fixtures and equipment 

38,615,000 

4,207,000 

4,338,000 

(2,661,000) 

- 

44,499,000 

Construction in progress 

5,061,000 

10,646,000 

(1 1 ,913,000) 

- 

- 

3,794,000 

Total 

$ 104,640,000 

$17,429,000 

$ 

$(4 ,931,000) 

$ 

$117,138,000 

9 7 7: 

Land 

$ 4,929,000 

$ 

$ 

$ (217,000) 

$ 

$ 4,712,000 

Buildings and Leasehold 
improvement s 

63,916,000 

3,666,000 

11,362,000 

(3,626,000) 

1,760,000 

77 ,078,000 

Fixtures and equipment 

44,499,000 

2,641,000 

4,585,000 

(3,283,000) 

1,125,000 

49,567,000 

Construction in progress 

3,794,000 

14,489,000 

(15,947,000) 

(271,000) 

- 

2,065,000 

Total 

$117,138,000 

$20,796,000 

S 

$(7,397,000) 

$2,885,000 

$133,422,000 


NOTES: 


(1) Restated from amounts previously reported to reflect the discontinued operations of 
the Levine Division. 


(2) In 1977, the Corporation consolidated its operations located in the United Kingdom. 
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SCHEDULE VI 


ZALE CORPORATION AND SUBSIDIARIES 

CONSOLIDATED ACCUMULATED AMORTIZATION AND DEPRECIATION 
OF PROPERTY AND EQUIPMENT 



FOR THE YEARS 

ENDED MARCH 31, 

1977 AND 1976 




Balance, 

April 1 

Charged to 
Profit and Loss 
or Income 

Retirements 

and 

Replacement s 

Other 

(2) 

Balance, 
March 31 

1976 (1): 

Buildings and leasehold 

improvement s 

$15,504,000 

$ 4,640,000 

$(1,868,000) 

$ - 

$18,276,000 

Fixtures and equipment 

18,439,000 

4,973,000 

(2,086,000) 

- 

21,326,000 

Total 

$33,943,000 

$ 9,613,000 

$(3,954,000) 

$ ~ 

$39,602,000 

1977: 

Buildings and leasehold 

improvement s 

$18,276,000 

$ 6,290,000 

$(3,352,000) 

$276,000 

$21,490,000 

Fixtures and equipment 

21,326,000 

4,896,000 

(2,887,000) 

385,000 

23,720,000 

Total 

$39,602,000 

$11,186,000. 

$(6,239,000) 

$661,000 

$45,210,000 


NOTES: (1) 


Restated from the amounts previously reported to reflect the discontinued operations of 
the Levine Division. 


(2) In 1977, the Corporation consolidated its operations located in the United Kingdom. 
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SCHEDULE XII 


2ALE CORPORATION AND SUBSIDIARIES 
RESERVES 

FOR THE YEARS ENDED MARCH 31, 1977 AND 1976 


Additions 



Balance at 

Charged to 

Recoveries of 

Write-Off of 

Balance at 


Beginning 

Profit and Loss 

Charged Off 

Uncollectible 

Close of 


of Period 

or Income 

Accounts 

Accounts 

Period 

iLOWANCES DEDUCTED FROM ASSETS 

TO WHICH THEY APPLY: 

Allowance for losses on collection 
of trade receivables- 

1976(1) 

$1,990,000 

$5,239,000 

$590,000 

$5,938,000 

$1,881,000 

1977 

1,881,000 

6,634,000 

643,000 

6,358,000 

2,800,000 

>TES; 

) Restated from amounts previously re 
the Levine Division. 

ported to reflect 

the discontinued 

operations of 












EXHIBIT A 


ZALE CORPORATION AND SUBSIDIARIES 
CALCULATION OF EARNINGS PER SHARE 



1973 

1974 

1975 

1976 

1977 

Net earnings applicable to common and 
common equivalent shares- 
Continuing operations 

Discontinued operations 

$23,785,000 

(488,000) 

$29,601,000 

(791,000) 

$27,714,000 

(1,574,000) 

$32,387,000 

397,000 

$33,193,000 

(5,292,000) 


$23,297,000 

$28,810,000 

$26,140,000 

$32,784,000 

$27,901,000 

Average common shares outstanding 

12,288,319 

12,316,818 

12,398,921 

12,551,449 

12,686,129 

Common share equivalents- 
Series A preferred 

776,261 

734,646 

724,477 

693,824 

671,690 

As adjusted 

13,064,580 

13,051,464 

13,123,398 

13,245,273 

13,357,819 

Dilutive effect of stock options granted 
after June 1, 1969, after application 
of treasury stock method 

30,616 

2,900 

4,115 

50,061 

_ 

Average number of common and common equivalent 
shares outstanding 

13,095,196 

13,054,364 

13,127,513 

13,295,334 

13,357,819 

Primary earnings per share- 
Continuing operations 

Discontinued operations 

$1.82 

(.04) 

$2.27 

(.06) 

$2.11 
( .12) 

$2.44 

.03 

$2.48 

(.40) 


$1.78 

$2.21 

$1.99 

$2.47 

$2.08 


NOTE: Primary earnings per share are based on the average number of common and common equivalent shares outstanding 

during each year. For this purpose all classes of stock outstanding are considered to be common or common 
equivalents, and stock options granted after June 1, 1969, are also included as common stock equivalents, if 
the effect on earnings per share is dilutive. All stock options granted before June 1, 1969, expired April 1, 
1974. 
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